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FOREIGN COMMERCE STUDY 
(U.S. Trade and Common Market) 


MONDAY, MAY 9, 1960 


U.S. SENATE, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10 a.m., in room 
5110, New Senate Office B uilding, Hon. A. S. Mike Monroney 
presiding. 

Senator Corron. The committee will be in order. 

Today we enter a new phase in our hearings on foreign trade. Up 
to now we have discussed the broad implications of our balance of 
trade, our trade promotion programs, and our trading policies toward 
the Communist bloc. 

Today we will discuss the effect regional trade groupings will have 
on our exports. We are interested specifically in the Common Mar- 
ket area of Europe as well as the European free trade area. 

As the temporary presiding officer of the committee until the 
chairman or other members arrive, it is a particular pleasure and 
privilege for me to call the first witness, Mr. Lloyd Neidlinger, 
executive director of the United States Council of the International 
Chamber of Commerce. 

For many years Mr. Neidlinger was my neighbor and dean of the 
faculty at Dartmouth College. He is an old friend, and personally, 
as well as representing the ‘committee, I am happy to welcome him 
here this morning. 

Will you come for ward, Mr. Neidlinger ? 


STATEMENT OF LLOYD NEIDLINGER, EXECUTIVE DIRECTOR, U.S. 
COUNCIL OF THE INTERNATIONAL CHAMBER OF COMMERCE 


Mr. Nemuineer. It is a great pleasure, sir, to be with you again. 

This is a statement on the meaning of European economic integra- 
tion prepared for this committee by the U.S. Council of the Interna- 
tional Chamber of Commerce. 

My name is Lloyd Neidlinger. I am the executive director of the 
U.S. Council of the International Chamber of Commerce, a national 
association of private enterprises that have extensive international 
interests. 

The International Chamber of Commerce is a federation of 41 
similar organizations representing business enterprises in the princi- 
pal trading nations of the world. The international chamber is the 





Nore.—Professional staff members assigned to this hearing, George A. Barnes and Her- 
mann Ficker. 


1 


2 FOREIGN COMMERCE STUDY 


medium through which these associates organize cooperative efforts 
to reduce the difficulties of international trade. 

Your invitation to testify before this committee requested us to 
direct our statement to the subject of the implications of the Common 
Market and other regional trade groupings. 

Scores of experts have analyzed and interpreted the significance of 
the movement to form regional customs unions and economic asso- 
ciations. Their reports form an extensive body of literature with 
which this committee is no doubt already familiar. 

The U.S. council has studied the development of the regional inte- 
gration movement in all of its stages. The International Chamber of 
Commerce includes in its membership many business statesmen in 
Europe who have contributed to the conception, design, and estab- 
lishment of the European Economic Community and the E suropean 
Free Trade Association. For more than 8 years the elements of vari- 
ous plans for accomplishing integration have been examined and de- 
bated in meetings of the ICC in “which members of the U.S. council 
have participated. 

The expectations and intentions of the planners, many of whom 
are now charged with administrative responsibilities for implement- 
ing the provisions of the Rome and Stockholm treaties, have been 
disclosed to us in these meetings and debates. 

Such information has a special bearing on two questions to which 
we have addressed our attention in this statement. 

First: How serious is the danger that American producers will be 
excluded from regionally organized markets by governmental restric- 
tions? 

Second: How serious is the danger that regional integration will 
radically alter the competitive position of American industries? 


I 


All official statements issued by the statesmen who negotiated the 
treaty of Rome and the treaty of Stockholm have affirmed that the 
instruments they have designed to integrate and expand the trade of 
the signatory nations will not be used to reduce external trade with 
nonmember nations. 

Businessmen in the United States and other nonmember nations 
welcome such official affirmations but recognize that in these areas 
as elsewhere official policies are subject to bureaucratic interpretation 
and commercial pressures. 

The U.S. council therefore thinks it is particularly significant that 
all of our relations with business leaders in Europe and administra- 
tive officials in the European Economic Community (EEC) and Euro- 
pean Free Trade Association (EFTA) have contributed to our confi- 
dence that the exclusion of external trade is not an ambition or secre- 
tive purpose behind the integration movement. 

Businessmen in the nations that have formed these associations are 
strongly confident that the establishment of mass markets for their 
industries will permit adoption of efficient methods of production and 
distribution that will improve their competitive position. 

Government officials clearly intend to honor their obligations as 
contracting parties to the General Agreement on Tariffs and Trade. 
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FOREIGN COMMERCE STUDY 3 


This posture is not seriously compromised by minority groups who 
would prefer to see the instruments of integration misused to erect a 
tariff wall around a prospering community of member nations. 

The protection against discrimination which the GATT provides, 
nevertheless, now has an importance to the United States that can 
hardly be exaggerated. 

The temptation to escape the restrictions on customs unions laid 
down in the GATT will run strong during the difficult period of in- 
ternal adjustments through which these associations must pass. There 
is danger that pressures will develop to modify the general agreement 
or even to abandon this instrument on which our present worldwide 
system of international trade cooperation is founded. 

This prospect is frightening to businessmen who realize how vicious 
commercial rivalry might become if the enforcement of the rules laid 
down in the GATT becomes impossible. 

This danger has been aggravated by the fact that the U.S. Congress 
has never ac cknowledged the GATT to be a legitimate instrument fully 
and freely respected by the U.S. Government. 

On six occasions when the Trade Agreements Act of 1934 has come 
before the Congress for review, it has. repeated its reservation that— 

The enactment of this act shall not be construed to determine or indicate the 
approval or disapproval by the Congress of the executive agreement known as 
the General Agreement on Tariffs and Trade. 

The immediate and positive endorsement of the General Agreement 
on Tariffs and Trade by the U.S. Congress with authorization for U.S. 
participation in an adequately strong : agency to administer this agree- 

ment would do more, we believe, than any other action the Congress 
could order to reduce the d: unger that the commercial interests of the 
United States will be injured by the formation of strong regional as- 
sociations on the European continent or elsewhere. 


II 


The danger that the competitive position of American producers 
will be adversely affected by the establishment of the European 
Economic Community and free trade area is more difficult to estimate. 

Our competitive advantage in Europe and in all areas where we 
compete with European produc ers has deteriorated in the 3-year period 
since the treaty of Rome was signed. This does not, however, reflect 
a cause-and-eflect rel: itionship. 

The formation of the Common Market has no bearing at all on the 
loss of abnormal advantages American exports have enjoyed until very 
recent times in the markets of the world. For 50 years, we were able 
to offer goods produced by mass production methods which surpassed 
in quality and were lower in cost than those produced by less progres- 
sive techniques. 

From 1940 until recently we had no serious competition in Europe 
or from European producers because wars and destruction caused by 
wars reduced commercial production in these countries to a very 
low level. 

This abnormal situation came to a natural end very rapidly as the 
postwar reconstruction restored the productive capacity of European 
enterprises. The rebuilding equipped them with modern types of 
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laborsaving equipment and processes equivalent to those developed 
in the United States. 

When the normality of our present competitive position is recog- 
nized, the problem of improving this position can be attacked with 
more intelligence and vigor by both private enterprise and govern- 
mental action. We believe this is being done and will, in the long 
run, produce a well-balanced high-level volume of protfiable interna- 
tional trade. 

The establishment of the new economic associations in Europe 
will in several ways be definitely advantageous to American producers 
and traders. 

The integration of small national markets in Europe into units 
more nearly comparable to the United States in size will generate a 
volume trade that will be much larger than the sum of its present 
parts. Increased economic activity will increase per capita income 
and purchasing power. It will create new demands for capital equip- 
ment and consumer goods. These increased demands will not be en- 
tirely satisfied by domestic producers. Europe has always been a 
substantial importer of foods, materials, and manufactured goods, and 
for many reasons must remain so. 

The trade between the United States and Europe can therefore 
be expected to expand. 

All economic history supports the conclusion that highly industrial- 
ized nations are the best customers for American products. 

Many other advantages that new mass markets offer will benefit 
American suppliers and domestic producers equally. Reduction in 
distribution costs, simplification of administration, and the removal 
of obstacles to the transfer of personnel, funds, and supplies, are 
important benefits available to all suppliers and traders. 

The principal disadvantage with which American exporters must 
contend is an increase in the number of suppliers who can bid against 
them for orders in the Common Market without including customs 
duties as an item of cost. 

In each of the six countries, the American exporter has always had 
the disadvantage of the duty rate in bidding against competitors 
located in the same country as the buyer. His position vis-a-vis these 
domestic producers has not been changed except to the degree that 
the new common external tariff of the EEC is higher or lower than 
the previous national rates that have been averaged. 

Now, however, all of the suppliers in five additional EEC coun- 
tries will enjoy a lower rate and eventually will have an exemption 
from customs duties. This gives them all a competitive advantage 
formerly enjoyed only by suppliers located in the buyer’s home 
country. 

Customs duties are an item of cost that often represent a sub- 
stantial part of the price at which exports can be sold. Even when 
they represent small differences in price, this handicap is now im- 
portant in the European market where our margin of superiority i 
product, quality, delivery, and maintenance service is being vigorously 
challenged. 

Elimination of customs duties is only one of many advantages manu- 
facturers gain by locating plants within the area of markets they aim 
to develop extensively. Better delivery service, lower distribution 
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and transportation costs, specialization of models, and identifica- 
tion of the interests of the corporation with those of the area are 
factors that enable firms to compete for business they could not other- 
wise obtain and to provide services they could not provide by export- 
ing from distant locations. 

The importance of these factors in the equation of competition is 
witnessed by the extent to which corporations in the United States 
have spread their plants all over our own country where neither escape 
from customs duties nor significantly lower labor costs can be ob- 
tained by this dispersion. 

The U.S. council believes that considerations of this order provide 
the motivation for the intensive efforts many American firms are 
making to produce and distribute their products through permanent 
establishments within the Common Market area. Their aim is to 
obtain new business that is not available under present conditions to 
their export departments. 

The prospect of reducing labor costs is an additional factor that 
bears on the decision to buy or build new plants overseas. Business- 
men are wel] aware, however, that lower wage levels do not guarantee 
lower labor costs. They are also aware that the adoption of mass- 

roduction techniques in Europe is bound to result in wage increases 
od on productivity that will tend to reduce the margin of advan- 
tage they might currently obtain by choosing to manufacture abroad 
instead of exporting. 

The choice of alternatives has to take into account both production 
and distribution costs and the many advantages domestic producers 
have in a highly competitive market, regardless of their nationality. 

It is true, of course, that if the market could be gained and held 
by exporting products manufactured in the United States the in- 
crease in exports would be relatively more beneficial to our national 
economy than an increase in earnings from foreign operations and 
investments. This, we believe, is a form of wishful thinking that 
ignores the realities of our competitive position. If we want to share 
in the expansion of European trade, we must permit and encourage 
both exportation and foreign operations. 

Given freedom to compete for foreign business and more encourage- 
ment to do so, the U.S. council has complete confidence in the capacity 
of American businessmen to gain and hold a fair share of the trade 
the expanding markets of Europe promise to afford. 

The council commends the efforts this committee is making to mar- 
shal facts that will contribute to an understanding of the importance 
of foreign trade and foreign investment. We appreciate your courtesy 
in inviting us to submit this statement of our views. 

Senator Corron. Thank you, Dean. 

Your statement, at the botom of page 8, almost at the close of your 
prepared statement, raises a point that has been disturbing in the minds 
of many members of this committee and I thought you might amplify 
ita little bit. 

We recognize that perhaps it is inevitable, the only way business in 
this country can meet foreign competition is to construct. factories 
abroad and manufacture there, on the ground, with all the advantages 
that accrue to that. 
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On the other hand, there is a good deal of concern as to what is 
going to happen to employment in this country, as to the health of 
American industry and American workmen, if that method of deal- 
ing with the situation becomes the major method. 

Would you care to amplify that a little bit? What do you envision 
as the future of American manufacturing enterprises in this country ¢ 
Are we going to reach the point where we only supply our own people 
or that portion of our people that we can supply against foreign com- 
petition and the major part of our providing will be done by foreign 
plants, and what will be the effect ? 

Mr. Newurncer. Not at all, Senator Cotton. 

We don’t expect that there is going to be a loss in export trade due 
to the establishment of these plants abroad. There is going to be a very 
substantial export trade. This is additional business these com- 
panies are getting and it is business they would not get otherwise. We 
can see no disadvantage in getting that additional business. 

Now, I am certain there is going to be a very substantial increase 
in export business which is going to come from smaller firms that 
have not before been in the export business. The ae unities for 
sales abroad have increased and are increasing and a substantial num- 
ber of firms who haven’t been in it before are going to really attack 
that market. They haven’t attacked it before. They may have had an 
order taker over there who was handling their product along with 20 
other products and, sure, if somebody wanted to buy it the order came 
over and it was exported. 

But, by and large, they have not gone after that market in the way 
that they have gone after the American market. They have simply 
used it as a place to get rid of some excess production if they could 
get the orders. 

I think there will be a very substantial increase in exports. 

The firms that are going over there to manufacture, at least in our 
experience, are largely doing it in order to meet the distribution com- 
petition or in order to take advantage of the specialization, or the 
opportunities for specialization. 

A company like Burroughs, which has to manufacture a completely 
different cash register in the sterling area, the French area, and in 
these different areas, finds it is much easier to do it abroad than here. 

A company like Pitney-Bowes, which makes stamping machines, 
has to make a different machine for each country, and it is much easier 
to isolate and manufacture those specialized goods than it is to do it 
in this country and export them. 

It seems to me there is no real threat. 

Now again, the licensing arrangement business is a little more ques- 
tionable. Whether or not some of the companies that are managing 
to provide their product abroad by licensing arrangements with for- 
eign companies, possibly at this stage in the game could sell by ex- 
ports. But they couldn’t begin to sell the volume of goods that they 
will sell by being on the spot with the advantages of the domestic 
producer. 

Senator Corron. I was just coming to that. It was my own im- 
pression during a recent visit to certain European countries that 
American-made products were very popular there and the people 
like to buy them. 
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One of the chief obstacles is the policy of the government there in 
withholding the necesary—at least narrowing the list of necessary im- 
port licenses. We could probably sell a great deal more goods abroad 
than we do now were it not for that situation. I am encouraged to 
hear you say you don’t believe that American manufacturing abroad 
would detract from our exports. 

Did you mean literally that it wouldn’t detract any and that it would 
all be additional ? 

Mr. Nemuincer. Of course not, but I am confident that the net 
amount of exports—there will be changes, of course; some things we 
will find impossible to make here and distribute abroad. There will 
be other new products for which we will find an export market. But 
I think the restrictions that have been placed on American exports 
have to a very large extent been attributed to the problem of foreign 
exchange and dollar shortage which has now disappeared and, as you 
know, those restrictions are being very rapidly removed. 

Senator Corron. One more question, Dean. 

On page 4 you mentioned congressional endorsement of U.S. par- 
ticipation in GATT. 

Mr. Ner.incer. Yes, sir. 

Senator Corron. We are all aware of the constitutional problems 
and background of U.S. adherence to GATT and the controversy that 
has taken place regarding it. Exactly what kind of a special endorse- 
ment do you have in mind as a congressional endorsement ¢ 

Mr. Nerpiincer. Well, I would propose that if we have to wait 
until the next time the Trade Agreements Act comes up, minimum en- 
dorsement would be given, which would be to leave out that reserva- 
tion. Obviously we would hope for something more definite. 

I think it has been of no great disadvantage, up to the moment, 
that GATT has managed to operate with the constant threat that the 
United States might sometime withdraw from it, but that situation has 
now changed. 

All of the machinery has been established in Europe for a terrific 
discrimination against American goods and our only protection at 
the moment is the GATT. 

The fact that we have allowed it to be weakened and to leave doubt 
as to whether or not we would really try to insist on its observance by 
these countries is a very great hazard. 

Senator Corron. You mean as a source of giving the world and the 
trading nations a sense of security in the permanence of our adherence 
and in the withdrawing of reservations, that immediate expression of 
Congress that they intend to adhere to this policy would have an im- 
mediate improving effect ? 

Mr. Neipiineer. I am sure it would. As I say in my statement, 
I think our greatest danger is that during this very difficult period 
of adjustment we are going through, the pressures to further modify 
the restrictions that the GATT lays down on these economic associ- 
ations are going to become very strong. While all of the evidence we 
have indicates their intention to abide by GATT, the risk that under 
those pressures they will try to weaken the GATT or even make up 
their minds to abandon it, is certainly easier for them—it is easier 

for them to respond to those pressures if it can be cited, “Well, 
the United States has never really approved this thing; they are in 
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no position to insist on our abiding by it because they haven’t agreed 
to abide by it themselves—at least their adherence has always been 
questioned at the congressional level.” : 

I think that is a very great danger. 

Senator Corron. The agreement has been grudgingly entered into. 

Mr. Newurncrr. I realize the problem involved has been to a large 
extent the question of the division of powers. That is unfortunate, 
but the issue now becomes a very important issue. 

Senator Corron. Thank you, Dean. I will now turn you over to 
the tender mercies of Senator Monroney. 

Senator Monroney. Would you not think, sir, that the continu- 
ing effort of the Congress to enact and reenact a reciprocal trade agree- 
ment is more impressive on the rest of the nations than the necessity 
of removing the disclaimer, or a flat-out endorsement of GATT? ~ 

Mr. Newtrncer. There is no question, in the absence of a reenact- 
ment of the Reciprocal Trade Agreements Act, our position would be, 
at least from the point of view of international traders, almost un- 
tenable. But this continuing reservation, and again, the reaction 
— the proposal for American participation in the Organization 
of Trade Cooperation, was very helpful from the point of view of 
giving GATT an effective administrative organization with this addi- 
tional expression of indifference or lack of support on the part of the 
United States for the enforcement of the GATT. 

Senator Monroney. But the Congress repeatedly has, after a con- 
siderable amount of bloodletting, granted to the President powers 
which the Congress under the Constitution has reserved to itself, or 
has reserved to the Congress. Therefore, we have agreed and I have 
supported consistently giving power to the President to lower tariffs 
which is generally the purpose of GATT. 

Without that there would have been no cooperation with GATT 
from the United States. 

Therefore, since we are moving to that objective, it is rather a 
difficult posture to expect the Congress and the people to yield addi- 
tional powers to GATT. The opponents of GATT in each reciprocal 
trade bill pointed out this would be a surrender to an international 
body of powers that originally were reserved to the Congress. 

I think if our foreign trade is going to be entirely dependent on 
resolutions adopting our complete adherence to GATT we are in for 
some serious troubles and long, hard fighting, that might even cause 
us to lose reciprocal trade. This is just from a practical standpoint, 
as I have observed it. I don’t know how the other members feel 
about it. 

Mr. Nemwuincer. I don’t underestimate the difficulties of the job, 
but I think we will still stand by our statement that there is nothing 
that the Congress could do that would so guarantee the U.S. indus- 
tries against interference by these economic associations with U.S. 
trade, than to make certain that the GATT is strong enough to resist 
pressures that are going to develop. 

Senator Monroney. Now, do you think GATT would be strong 
enough to resist the upward pressures on the Common Market, par- 
ticularly on agricultural problems ? 

Mr. New3incer. Well, agricultural products have been exceptions 
to GATT as there have been exceptions to everything else. We are 
as responsible as anybody else for those exceptions to the GATT. I 
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believe the GATT will be able to do the job unless pressures get 
stronger than I anticipate they will, because I have a great deal of 
confidence in the recognition that this is important to have the control 
over these economic associations for which GATT provides. 

We see no evidence on the part of officials connected with the 
Common Market, or the European Free Trade Association of their 
intentions to throw aside the GATT and again unless protectionist 
elements within the countries get a stronger influence than they now 
have, I think our position is relatively safe. 

Senator Monroney. Hasn’t the threat in the Common Market that 
tariff barriers will be raised on certain products, and in this broader 
organization or EFTA—has this not been responsible largely for 
the location of American industry abroad ? 

Mr. Nerp.iincer. I think not, sir. I think in the beginning, at least, 
the very well established development of American plants abroad 
preceded the Common Market entirely. I am strongly convinced that 
the advantages the domestic manufacturer has in simply marketing 
his product are the primary reasons why most American manufac- 
turers have gone abroad and established plants. 

Senator Corron. In our colloquy it is my understanding that you 
agreed that perhaps the greatest obstacle to our exports today is the 
withholding of import licenses by these countries. Is that not cor- 
rect ¢ 

Mr. NewutNecer. I don’t think the withholding of import licenses 
has been that extensive, Senator Cotton. 

Senator Corron. You said in certain countries. 

Mr. Netpiincer. In certain countries, yes, but again I think where 
import licenses have been withheld the decision has been based on 
the necessity of parceling out the expenditure of dollars, which was 
true up until 2 years ago. 

Senator Corron. Do you think if it were possible—and I am con- 
strained to agree with Senator Monroney that that is expecting a good 
deal of the Congress under all the circumstances—but if it were pos- 
sible for the Congress to endorse GATT and the American people 
promise to go the whole way, do you think that would have any ap- 
preciable impact on this matter of restraining our exports by means 
of licensing abroad ¢ 

Mr. Newutncer. | think it very definitely would. 

I think that if there had been an administration in GATT, an ad- 
ministrative procedure in GATT that could have really put the pres- 
sure on countries who abandoned their restrictions, based on exchange 
difficulties, that what has been accomplished in the last year could 
have been accomplished 3 years ago. 1 mean the restrictions of trade 
on the excuse of exchange difficulties went on long beyond the time the 
exchange difficulties warranted such restrictions, and they all knew it. 
But there was no effective means of applying the pressure. 

Senator Corron. Thank you. 

Senator Monroney. As a matter of fact, though, wasn’t the great 
withdrawal of the restrictions, currency restrictions, far more dis- 
astrous to trade than the tariffs themselves, and wasn’t that accom- 
plished outside of GATT? 

As I recall, it resulted from Mr. Dillon’s conference with members 
of the European economic groups. He pointed out that we were hav- 
ing about a $4 billion deficit and that it would affect a lot of U.S. 
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policies if these restrictions were maintained. It is my impression 
GATT has always been looking the other way and talking only about 
tariffs while the Congress was screaming and others were screaming 
about the continuation of this currency barrier which was far greater 
than the tariff barrier. 

Mr. Neiwuineer. I think, Senator Monroney, we are talking about 
the same thing. All it needed was some pressure applied in order to 
finally bring them to the point of removing these restrictions that were 
no longer justified. 

Now, Mr. Dillon found the excuse for it in our balance of payments 
difficulty which is something that they are as much afraid of as we 
are. But if there had been an effective means of applying the pres- 
sure earlier, [ think the results could have been accomplished earlier. 

Senator Monroney. I have always had the impression, and I have 
watched it pretty closely, that GATT was never very much concerned 
about these currency restrictions, long after they became obsolete and 
unnecessary in many markets, and still kept talking about good old- 
fashioned tariffs. 

Mr. Ner.tincer. That is just the point of difficulty. When you 
speak about GATT doing anything, you are speaking about Eric 
Wyndham White doing something because the only other machinery 
for doing something is an annual meeting of the contracting parties. 

Wyndham White is a very fine fellow and he does a very fine job, 
but when he, as the executive director of the GATT association, goes 
to a government and tries to make it toe the line, he starts under a 
great handicap. If there had been a stronger administrative organi- 
zation, I think we would have had the benefits of the GATT agree- 
ment at an earlier date than we have had them. 

Senator Scnorrret. Mr. Neidlinger, with reference to these com- 
mon markets, will the overseas territories of the six Common Market 
countries get all their help from their mother countries or will they 
look to us for additional assistance ? 

Mr. Nerurncer. I don’t think they will look to us for any addi- 
tional assistance. I think they will still attract a good deal of Ameri- 
can private investments. 1 think they are on very sound financial 
grounds now and they generate capital pretty fast. 

Senator Scuorrren. I am glad to hear you say that. I am certain 
that they have advanced tremendously in the last few years. It makes 
a lot of taxpayers in this country wonder in what manner we should 
continue some of our financial assistance. 

Do you share the optimistic view of trade in the Orient as you do 
in Europe? 

Mr. Newirncer. I think so. I believe that in the underdeveloped 
countries we are bound to get a substantial portion of the trade which 
develops there. 

Senator Scnorpret. Are the members of your great organization in 
the textile business and electrical business satisfied with what is com- 
ing about ? 

Mr. Netprrncer. No. 

Senator Scrrorpren. What is the reason for the dissatisfaction ? 

Mr. Nerrrncer. I am sure that the competition that they get in 
those industries is an extremely vigorous competition. The differen- 
tial in labor rates presents a particular difficulty. 
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Senator Scuorrren. And it has a terrific impact by reason of that 
differential in labor rates, does it not ? 

Mr. Nerw.incer. That is right. 

Senator Scuorrren. Then would it be advisable for us to throw 
down all the bars on imports in those two fields or should we have 
some tempering effect there? Are we going to protect the American 
manufacturer in the textile business—we hear a lot of it up here in 
the Congress—in the southern and eastern Atlantic seaboard areas or 
in the electrical industry? Look at the transistor business. Our 
American electrical manufacturers are establishing plants in Japan 
to protect themselves. 

‘ould we throw down all these bars, do you think ? 

Mr. Ner.incer. I am not sure which bars you are talking about. 

Senator ScHorrret. Shouldn’t we protect in some manner the 
American industry and the American laboring people in those indus- 
tries against the extremely low wage rates that permit foreign im- 
ports to come in by the hundreds and hundreds of thousands into this 
country ? 

Mr. Newurncer. My feeling on that, Senator, is simply this: That 
to try and patch up a situation of that kind with a temporary expe- 
dient is a very dangerous thing to do. If you can foresee the time 
when the competitive disadvantage we have there can be equalized, 
then I say by all means give some temporary relief to these industries 
that are losing out. 

But, if you have to figure in terms of continually subsidizing those 
industries, or continually making it necessary for the American users 
of those products to pay a higher price than they would otherwise 
have to pay, if that is a continuous proposition, then I just don’t think 
that economically you can afford to try and avoid a situation which 
is not a temporary situation. 

I don’t know what the answer is, but we cannot continuously sup- 
port a high-priced textile industry if all of the rest of the world can 
operate with a low-priced textile industry. 

Senator Scuorrret. I am glad to have your views. I can’t quite 
agree with you. 

Mr. Newuteer. I can find a good deal of controversy on that point 
in any group. 

Senator Corron. I guess it is too late and impossible to change the 
course of a fundamental policy of our reciprocal trade, even if we 
agree that it were desirable to do so, this discussion is getting into 
the realm of conjecture. But, instead of the most-favored-nation 
policy, we should have been able in the beginning to fix our tariffs and 
our quotas on a sliding scale based on the comparative purchasing 
power of the wage scale in various countries—it has always seemed to 
me if that could have been done, but it seems almost impossible to do 
it now—we have all these treaties and they terminate at various times 
and it is almost impossible to backtrack. When I visited Japan along 
with Senator Schoeppel, I was particularly interested in their textile 
industry, of course, because of our own problem with which you are 
thoroughly familiar. 

People in the American Embassy said to me—in fact, the Am- 
bassador said: “Now, wait. For the sake of saving some spindles in 
America, we can’t afford to push Japan into the arms of the Com- 








12 FOREIGN COMMERCE STUDY 


munist group. If 5 years from now, because of a shortsighted policy 
in America”—you remember that day Senator Schoeppel, “a short- 
sighted policy in the United States, you find Japan lined up with 
China and the Soviets, don’t say I didn’t warn you.” 

Well, that was all right except for one fact. One apparent fact. 

It was my observation that exporting textiles to this country wasn’t 
keeping Japan on the side of the free nations. It was putting more 
money into the pockets of a few entrenched, wealthy families that 
controlled the textile industry in Japan. 

It was my observation that in Japan the textile industry was in 
very much the same situation it was in this country at the turn of 
the century; trade unions, labor unions hadn’t improved the wages 
and the lot of the workingman and the profits were being centered in 
the employers and I couldn’t get it through my understanding how 
we were keeping the people of Japan friendly to the free nations and 
against communism by a policy that was putting money in the pockets 
of only a few and not improving the lot of the workingman. I wish 
there were some way, either by quotas or by tariffs, by which we 
could somewhat equalize this situation and be in a position of saying 
to our foreign competitors, “Now, just as fast as you lift your living 
standards and your wages to even approach ours, we will go just as 
fast in removing our trade barriers.” 

This is something that I have harped on and I suppose it is too 
late to do anything of the kind, but what comment have you on that 
problem ? 

Mr. Newurncer. I think you are at a higher level of economics at 
the moment than I operate in, Senator Cotton, but the whole principle 
of international trade has to be based on comparative advantage and 
I don’t believe you could hope to establish a satisfactory system of 
tariff discrimination that is based on differentials in wage rates. 

I think the complications of doing that would so disrupt the whote 
ogg oe upon which foreign trade is based that I would be skeptical 
of it, but again that is something for the professional economist 

Senator Corron. You think it is a high sounding principle, but—— 

Mr. Nerwirneer. But I just want to make this one comment on your 
statement. It may be true that the profits of the Japanese textile 
industry are not going into the economy as they should, but they were 
providing employment, which is the thing you are concerned wtih. If 
the Japanese did not have their textile industry and the employment 
it involved, I have no question that they might well have gone Com- 
munist. Their problem is the same as ours. 

Senator Corron. Of course, they have been reasonably cooperative 
on the matter of voluntary quotas. 

You wouldn’t for a moment take the position that we should sacri- 
fice completely and give up, surrender the entire textile industry in 
this country ? 

Mr. Newuincer. Of course not. Ofcourse not. 

Senator Corron. Simply because people can undersell us? 

Mr. Nerurncer. Of course not. 

Senator Corron. You feel we ought to continue some kind of a 
quota system at least ? 

Mr. Newuiincer. And you do have a substantial number of textile 
companies in this country who are doing a very good business. Mostly 
in specialized products, to be sure. 
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I wouldn’t sacrifice the textile industry but on the other hand 
there has to be some solution to this thing. 

It is going to be years before labor rates in foreign countries equal 
ours and if ours keep going up at the rate they are, they will never 
equal ours. 

An improvement in their wage rates has a very much faster impact 
on their standard of living, I think, than ours do because of the low 
level from which they start. But you can’t—I just don’t think you 
can hope to equalize the effects of wage rates in different countries, 
or that anything that we would do in that respect would be any more 
of a stimulant to the more rapid increase in wages over there—which 
would be to our advantage, of course, if they could equal ours. 

Senator Corron. I agree with you completely in that statement. 

Do you agree, however, that we must—and are justified in a certain 
reasonable quota system to—at least save the remnants of our textile 
industry? A quota on imports, a reasonable one? 

Mr. Newuincer. I don’t believe in the quota system. 

Senator Corron. You don’t believe in quotas at all? 

Mr. Nerpirncer. I don’t believe in quotas at all and I believe we 
can get into more trouble with the quotas than with high tariffs. 

Senator Corron. Well, the matter of tariffs is beyond our control 
now under our reciprocal trade policy. The only thing we have left 
to try to save the remnants of the textile industry, is to have some 
quotas. 

Mr. Neiwwiincer. How long can you save it? How long do you want 
tosave it ? 

That is a bad question because, of course, we want to save it and 
we want to save it forever, but does this mean that we have a quota 
system from now on and forever ? 

Senator Corron. I can’t answer that any more than you can, but I 
can say this, that if we lose our textile industry completely, in some 
respects it will be as devastating—not as much—but equal to losing 
our steel industry. It is something we have to have in this country, 
in my opinion. 

Mr. Nerpttncer. There is one point that has always bothered me 
very much on this, Senator Cotton, and that is the fact that every 
piece of Japanese textile that is sold in this country is bought by an 
American. I mean Americans are buying these foreign textiles and 
they are buying them because they see some advantage in their buying. 
I don’t know whether your approach is to start a “Buy American” 
campaign among the people who use textiles or not, but this is not 
something that the Japanese are doing to us; it is something we are 
doing to ourselves. 

Senator Corron. That is almost true but—excuse me. I think you 
are almost correct in that, but not 100 percent because we found in 
our Special Committee on Textiles that where the voluntary quota 
runs around 5 percent, we will say, or 5 percent of the goods and 
textiles sold in this country, on the face of it is—if they restrict them- 
selves to 5 percent, very, very reasonable and no reasonable person 
could object to it. 

But, we discovered that over a certain period of time almost 
all of that or a large portion of that 5 percent would be con- 
centrated on velveteens or ginghams or some particular type until 
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the American manufacturer was driven out. Then they had no com- 
petition in that line in this country. It had been destroyed and they 
could move on in their 5 percent quota to something else with perfect 
safety because they had a corner on that particular commodity. 

Now, I don’t mean our textile industry could never recover, but 
this business of concentrating to a certain extent to a certain extent 
it bore signs of such concentration—I am not saying it was unfair, 
unjustified, or that we wouldn’t have resorted to the same action. I 
greatly admired, when I was over there, let me say, I greatly admired 
the aggressiveness and the skill and the courage and self-reliance of 
the Japanese in this business. But their policy certainly bore the 
symptoms of a calculated use of that quota to destroy competition 
in one field and then move on to the next. 

So that to that extent this was something being done by the Japanese 
and not by the American purchaser. 

Mr. Newrrtncrer. When we get into the textile field particularly, 
we are discussing an extremely aggravating and difficult problem. 
I think one statement I would make on it is, as far as our interest in 
exports is concerned, every time we put a restriction on imports into 
this country, we lay ourselves open to the same sort of discrimination 
in other countries. 

Now, maybe they have already got it. I mean they may be one 
step ahead of us on it, but at least as a matter of policy every time 
we try to protect ourselves against imports into this country, we are 
going to cut down the amount of our exporting that can be done and 
there is just no question about that. 

Senator Corron. I contend I have gotten so far afield that I apolo- 


gize to you. 
- Mr. Nemrrncer. That is all right. I believe you have gotten a 
little over my head. 

Senator Monroney. I[ notice in your statement you have no men- 
tion made of quality of American-made products and the design and 
acceptability in the foreign markets. 

May I ask you if the U.S. Council of the International Chamber 
of Commerce is aware of the fact that some of our loss—particularly 
in the automobile field—aviation and lots of other lines where we 
formerly enjoyed an unchallenged position has generally been be- 
cause the world has moved on in Europe with purchasing power and 
a great market, but not for the kind of a product that we produce. 
With gasoline prices ranging from 80 cents to a dollar a gallon, the 
fireballs which we produce over here, that produce 6 or 7 miles to 
the gallon, are not a suitable kind of transportation for the low-in- 
come group. The streets are just not designed to handle these tail- 
fin cars. 

Have we anyone who is thinking ahead on how to regain the 
quality market that used to be almost exclusively ours? The Japa- 
nese, the Italians and French used to invade our market on the shod- 
dy, low-end side. Now because of better machinery and better tech- 
niques and skills of their workmen at much lower cost per man-hour, 
they are finding that a highly finished quality product, that only 
man-hours can give, is offering them an advantage in the quality 
market that used to be “made in U.S.A. exclusively.” | 

Are we looking ahead to building a better mousetrap and trying to 
build something that has greater exportable acceptance ? 
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Mr. Newuincer. Well, I can‘t quote to you the figures of the amount 
of money that is being spent on industrial research these days, but I 
will guarantee that it is at least 100 times what is was 5 years ago. 

I don’t think we are falling behind as far as research on new 
products and improvements in the products that we have is concerned. 

Now, of course, we are going to have a situation that we haven’t 
had before, and that is, that we are going to have a larger number 
of industrial complexes in Europe that can also afford to put $5 
million a year into research where they haven’t been able to do so be- 
fore. So we are going to continue to have competition in the develop- 
ment of new products for their exports as well as for our own. 

I have great confidence in the imagination and initiative of Amer- 
ican manufacturers in that field, but I think that the lessons that we 
learn by international competition are very significant. We never 
would have had a compact car in this country if it hadn’t been for 
the market developed here by foreign manufacturers. We never would 
have had a lightweight bicycle. We never would have had a good 
many of the things that we make if we hadn’t been forced into it by 
the competition of a bright designer, or a bright boy abroad. This 
has been helpful to the American industry. 

Senator Monroney. I think this will probably lead us into new 
fields but also, coming back to this compact car, the motivation in that 
was to get a compact car to meet the competition in the American 
market, namely the foreign competition. Too often I think we lose 
markets—such as the typewriter market—because we fail to modern- 
ize the form and provide the quality service and long-term guarantees 
of maintenance on machines which apparently the foreign type- 
writer companies can do. 

What I am reaching for is this: Do we feel the foreign market 
important enough to design for the foreign market, if there is no 
great market here in the United States for the product ? 

I am sure the other countries look to the American market, but I 
don’t believe we look to the British or the French or the Italian or 
German or Japanese market as we perfect our designs. We merely 
try to send 10 percent of our American models, at least, on an average, 
to the foreign market. 

Mr. Nemutncer. I think that is generally true but, of course, the 
very large companies are an exception to that and more and more 
companies are beginning to recognize that there is more potential 
left in the foreign market than there is potential left for them in the 
American market. So they are beginning to design and sell abroad 
even as they would in the domestic market. 

Senator Monronry. There are many lines of things that are not 
being made today that we should be going into, don’t you believe? I 
mean desalinization systems and things of that kind. The exploita- 
tion of “atoms for peace” offers a great foreign market because of our 
prior research in this field. 

Mr. Newutncer. I believe—I may be misquoting the figures, but I 
think General Electric Co, claims that 60 percent of the products they 

make now hadn’t even been thought of 10 years ago. The same 
thing is going to be true in the next 10 years. A good many of the 
products that we are going to sell abroad are ones that nobody has 
even heard of yet, but we are going to think of before they do and we 
will develop a good business out of it. 
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Senator Monroney. It is up to us to be there “firstest with the 
bestest.” 

Mr. Newutneer. That is right. 

Senator Monronry. Senator Yarborough ? 

Senator YarsoroucH. The Chinese and Japanese for generations 
have—take for example one product—made porcelain for the export 
trade. 

During World War II the Japanese took much of the market that 
had been held by the Chinese for a century before. ‘They made China 
cups and saucers for export to America and Europe. There were six 
to a set. Of course, these were solely for export because the Japa- 
nese sets for home consumption have five cups or five pieces to a set— 
five dessert dishes and so forth, where we operate on half dozens and 
dozens. 

The Japanese exports had the slender cups of European American 
style with a handle on them where the oriental-type cup had no 
handle, was flatter, thicker at the bottom, and harder to turn over, 

Now, that is just by way of illustration. 

In America, are we operating on a comparable basis? Do we make 
vast quantities of any commodity solely for the export trade, tuned to 
the export trade, even if it won’t fit our domestic consumption ? 

Mr. Nerurnecer. I don’t think we are making vast qauntities of ma- 
terials, no. I think, in general, that we are still operating on the 
basis that we are trying to sell abroad the same product that we make 
for our domestic market. And it works in a good many cases. But 
again in a good many cases it wouldn’t. 

I cited the Pitney-Bowes stamping machine in my statement. It is 
absolutely useless abroad, but the principle can easily be adapted to 
three-penny stamps and shilling stamps and so forth, and it has been 
done. I think in general this adaptation of American products to the 
foreign market has been something that hasn’t heretofore been neces- 
sary, 1s now necessary, and industry is just beginning to realize it. 

Senator YarsoroueH. You think it will be necessary and we must 
do more ? 

Mr. New.incer. I am sure of it. 

Senator YarsoroucH. And we will make the product the foreign 
market wants rather than trying to adapt their taste to what we 
produce. 

Mr. Nerpiincer. Well, I saw some statement just last week—I don’t 
know who it was, someone in the refrigerator industry—simply point- 
ing out the folly of trying to sell these elaborate fancy gadget re- 
frigerators, that sell like hoteakes in the United States, abroad be- 
cause what they need is something at a much lower price level than 
that and I think the realization is there. (See “Interim Report, For- 
eign Commerce Study,” p. 53.) 

Senator Yarsoroucu. Do you feel that the proposed preference 
on petroleum from the French Sahara will be a detriment to the U.S. 
oil interests in the Common Market ? 

Mr. Neriincer. I don’t know enough about it, I am sorry to say, 
Senator Yarborough. I think it is bound to affect the importation 
of oil from the Near East by companies which have substantial 
American interests, but there again is this whole question of power. 
The power requirement increases so fast in a period of rapid in- 
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dustrialization that the question of the net effect, because a new field 
comes in, is very difficult to estimate. 

The other thing is, of course, that insofar as that oil can be ob- 
tained in France without the expenditure of foreign exchange, their 
foreign exchange will be available for other purchases. 

You get a very complex formula before you can guess what the net 
effect is going tobe. I don’t think it isa threat. 

Senator YarsoroucH. You think that by saving there they would 
put more money into foreign trade in some other field 4 

Mr. Nerpiincer. I am sure they would. 

Senator YarsoroucH. Do you think that the proposed Common 
Market agricultural policy will prove detrimental to the U.S. agri- 
cultural exports ? 

For example, grain, cotton, tobacco, fruits, and vegetables? What 
do you think about our agricultural exports ? 

Mr. Nerpuiincer. I think you have to take that on a product-by- 
product basis. As far as tropical fruits and the other things that are 
going to come in from the extraterritorial possessions, competition 
will undoubtedly be keener because you are dealing with products 
where there is usually a very narrow margin of profit. 

I think as far as cotton is concerned, or mineral products, there will 
not be that much difference because the trade from the extraterritorial 
possessions is not such a substantial part of the market. But, I must 
admit, I have been quite unable to follow the effect of these agricul- 
tural commodities because there are so many uncertainties and we 
don’t know how to handle them. 

Senator YarsoroucH. For many decades our exports of cotton 
brought us the most money and gave us a favorable trade balance 
in the 19th and into the 20th century and it is still a big item if we 
don’t price ourselves out of the foreign market on it. 

Mr. Nerpiincer. Yes. 

Senator Yarsorovueu. I wondered what you thought about that 
specific commodity, cotton ? 

Mr. Neruincer. I recognize that the competition from Egyptian 
cotton is based a good deal on quality of the fiber, or a different qual- 
ity of fiber. 

I can’t imagine that the expansion of cotton cultivation is a very 
promising field for many of these underdeveloped countries. With the 
market glutted, as it is now, I mean with the oversupply that there is 
now, I would suppose that there wouldn’t be any great expansion of 
cotton cultivation in those countries. 

Senator YarsoroucH. You don’t think then—I am not trying to 
put words in your mouth—but, on that specific item do you have any 
opinion as to what this Common Market agricultural policy will be? 

Mr. Neipuincer. I must admit that I have not. I have some very 
vague feelings on the matter. For instance, I just can’t imagine that 
California oranges would not still sell in the European market re- 
gardless of the oranges that came in from Africa or the price at 
which they came in. My wife will still buy oranges that look better 
than the little ones that come cheaper, and I think Europeans will 
also continue to do so. Eventually they may be able to cultivate 
oranges that are equal in quality to the American type but, meanwhile, 
I don’t think we are going to lose business because African oranges 
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are going to sell at a lower price than the American oranges. I think 
you could go down, product by product, and find a lot of products in 
which that same thing is true. 

Senator YarsoroucH. Well, I mentioned cotton specifically several 
times because it is important in our economy. It is usually overlooked, 
even in my home State of Texas. There the oil sold from Texas each 
year sells for about $3 billion and the cotton sells for about—with the 
seed too—about $600 million. 

But, far more people in my State earn a living from cotton than 
from oil. When it comes to the number of people who actually earn 
their bread, the number earning it from oil is very small compared 
to that from cotton. They drill the well; the drilling rig moves on, 
and they put the equipment over the gas well, what they call the 
Christmas tree, and the machinery that turns the valves on and off 
is electrically operated with ony 1 man to switch 50 wells on and off. 

After the well is drilled, it requires very few people around, whereas 
it requires a great number of people to cultivate agricultural prod- 
ucts. That is where most of our people still gain their livelihood; 
namely, in agriculture. It is very important when we consider what 
it will mean to the standard of living of those people. 

Mr. Nerwirncer. I would suppose that the economists on the long- 
range view would probably say that our future lies in the manufac- 
ture of products and not in the growing of agricultural products be- 
cause that is the specialty in which we excel and the agricultural field 
is the natural course of development for the underdeveloped countries. 
So that in the long run I think that we have a real problem in the 
preservation of our agriculture. 

Senator YarsoroucuH. I am glad you raised that question because 
that raises this new question: Is our Government in its trade poli- 
cies pursuing a policy that sacrifices our agricultural interests in order 
to gain this new interest for manufactured goods ? 

Mr. Newrincer. I don’t think so. I don’t think that we are. 

Senator Yarsoroucu. Do we encourage the planting of cotton or to- 
bacco or something else overseas, so that the less developed areas can 
come to the point where they can buy our manufactured products! 
Has that been the course of manufacturing development over the past 
decade? 

Mr. Newuincer. I think undoubtedly we have contributed a great 
amount of help to the development of agricultural processes in the un- 
derdeveloped countries. 

Now, that may not be helpful to our industries, but it is extremely 
helpful to our national interests. 

Senator Yarsoroucu. It is helpful to sell the manufactured goods. 

Mr. Newutncer. No; I am not thinking of that. I am thinking of 
the fact that some economic development in these underdeveloped 
countries is extremely important to our national interests. To be 
identified with the assistance of such development is important to our 
national interests, and I think it would be a very shortsighted policy 
for us to refuse to help them develop competitive agricultural indus- 
tries. Obviously if we can help them develop noncompetitive agri- 
cultural industries, so much the better, but, I think we have to help 
them develop their agricultural industries, whether it hurts some sec- 
tions of our economy or not. 
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Senator YAarBoroucn. Would the same element apply toward en- 
couraging them to develop their typewriter industry or their automo- 
bile industry ? 

Mr. Nerpiincer. Yes, I think so, but you can’t provide very much 
encouragement for the development of a typewriter industry, say in 
countries like Burma or Thailand. I don’t see any reason for us to 
help the Europeans any further so as to develop their typewriter in- 
dustry. 

Senator Monroney. They should be helping us now. 

Mr. Nerpirncer. I don’t think you should try to develop a type- 
writer industry in Thailand instead of developing a forestry-product 
industry. 

Senator Monroney. On typewriters, one of the great old firms I be- 
lieve now is being operated and managed by Olivetti; is that not a 
fact ? 

Mr. Nemwrincer. Yes. 

Senator Monroney. They modernized the product and they had to 
call on European aid to get the company in a competitive world posi- 
tion. 

Mr. Nemurincer. Our question is whether Olivetti has an interest 
in an American company or whether an American company has man- 
aged to get an interest in the Olvetti Co. It works both ways. If you 
can’t beat ’em, why not join ’em. 

Senator Yarsorovucn. You know the debate current in the agri- 
cultural interests of the country that the State Department has de- 
liberately sacrificed them in trade negotiations and in treaties in order 
to help the manufacturing interests. 

Mr. Nerpiincer. I think that is a rationalization of the situation. 
It just had to be. I mean you had to help those less-developed coun- 
tries and the only place you could help them effectively was to help 
them in agricultural products. I don’t think it was a deliberate 
action against the interests of American agricultural producers. I 
think it was the only alternative that was available to the State De- 
partment. 

Senator Yarsoroucu. Well, I am not talking about their inner 
motives, whether they deliverately wanted to hurt a specific sector 
of our economy. I am asking this question: We have two interests 
here and we have just so much to export. Which one did they favor? 
Did they favor one over the other ? 

In other words, did they use this foreign trade negotiation to help 
one segment of our economy, even though it was pulling down the 
other segment of our economy ? 

Mr. Nerprincer. I think, Senator Yarborough, that we just have 
got to realize that the coin has two sides. I mean whatever we do, 
either we don’t help our export industries or we don’t help our do- 
mestic industries, depending on how we handle these questions of 

reference and tariffs and things of that kind. Somebody might be 
urt and I think that the only logical thing for the Government 
to do is, where it is necessary to allow an injury to a domestic in- 
dustry, because of national interest at that point to make some effort 
to give that industry the assistance that it needs to develop into 
some other channel. If in the national interest you have to let the 
clothes pin industry down then, at least, they are entitled to what- 
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ever assistance can be provided to go through a period of adjust- 
ment so as to handle their employment problems, and so forth. But 
it ought to be taken on for a deliberately temporary period of adjust- 
ment and assistance. It is not one that has to be perpetuated for the 
rest of the life of our economy. We could have spent an awful lot 
of time and money trying to preserve the buggy whip industry a 
100 years ago. 

Senator YarsorouGu. I don’t argue whether we should try to pre- 
serve an absolete industry or not. I don’t believe world demand 
today is such that cotton is obsolete as a product, or that the tobacco 
you are smoking is obsolete, though many medical doctors tell us it is. 
We are talking about something that is certainly not obsolete; cot- 
ton is such a product. There is a great demand and, despite the de- 
velopment of synthetics, there will probably be an increasing de- 
mand for the world’s increasing population. Because one product is 
agricultural and not taking as high a degree of proficiency to produce 
as something in a factory, should we sacrifice that in order to develop 
the manufacturing industries ? 

Mr. Newtrncer. The International Chamber is just now trying to 
apply pressures to the Common Market to make the preference for 
the extraterritorial products a temporary measure. That is, not to 
accept it as a full-time part of the Common Market setup, because it 
should not be. It should be a temporary preference that, as those 
countries develop, is gradually reduced. 

Senator Monronry. Thank you very much, Mr. Neidlinger, for the 
interesting testimony and the colloquy that followed. 

Our next witness is Mr. H. B. McCoy, president, Trade Relations 
Council of the United States, New York City. 

Mr. McCoy, we are grateful to have you come here to give us your 


experience in the foreign trade field. You may proceed in your own 
way. 


STATEMENT OF H. B. McCOY, PRESIDENT, TRADE RELATIONS 
COUNCIL OF THE UNITED STATES 


Mr. McCoy. Mr. Chairman, I have a statement which, with your 
permission, I would like to file for the committee and orally review 
some of the highlights. 

Senator Monroney. That will be deeply appreciated by the com- 
mittee. 


(The complete prepared statement of Mr. McCoy follows:) 


STATEMENT BY H. B. McCoy, PRESIDENT, TRADE RELATIONS COUNCIL OF THE 
UNITED STATES 


I am grateful for the opportunity to appear before this committee to offer 
some brief comments, and observations regarding some aspects of our trade rela- 
tions with the Huropean Common Market and developing countries to which the 
United States is giving economic assistance. 

I represent the Trade Relations Council of the United States, a voluntary asso- 
ciation of manufacturers, manufacturing and agricultural trade associations. 
The function of the council is to analyze and disseminate foreign economic and 
trade information to its members, and to recommend and advocate foreign eco- 
nomic policies which will, in our judgment, maintain and expand U.S. foreign 
trade on a mutually profitable basis. We believe in fair competition in inter- 
national markets; we are opposed to destructive competition. 
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Although TRC is interested in the broad scope of foreign trade problems as 
eovered by this committee. I have chosen to limit my presentation to some of the 
aspects of our prospective trade relations with the European Economic Com- 
munity—the so-called Common Market. I shall comment briefly on trade pros- 
pects with underdeveloped areas—currently better described as “developing” 
countries. 

Your committee has voluminous information about the objectives, formation, 
and operations of the European Common Market. I shall not repeat informa- 
tion already available except to emphasize the widespread opinion that the 
undertaking and fulfillment of the objectives of this economic and political union 
is the most significant economic development of modern times. It is regrettable 
that all of the free nations of Western Europe could not find a common solution 
to the problem of joining the six nations. 

Western Europe (including the United Kingdom) has always been a principal 
trading area with this country; hence our concern about significant economic 
and trade relations changes in that area. Western Europe competes in our 
domestic market and in every other foreign market: the area is our most 
significant export market. Thus any important development in the internal 
market of Europe and any shift in that area’s competitive position will directly 
affect important segments of both our export and import trade. 

Time here does not permit a comprehensive review of our trade with the 
Common Market group. For purposes of my discussion I shall cite only a few 
summary statistics. With respect to exports, our shipments have been on an 
upward trend—from $1.5 billion in 1953 to $2.4 billion in 1959. A similar trend 
has existed for all other European areas. U.S. imports from Common Market 
areas increased from $1 billion in 1953 to $2.4 billion in 1959. While increasing 
our exports during this period by 60 percent, we have increased our imports 
by 140 percent. Imports from the Free Trade Association area for the same 
period increased 80 percent. 

I believe that this trend of increasing imports over our exports to that area 
will continue over the long term. My reasons, which I think have valid justi- 
fication, are several. One of the most important factors in the rising competitive 
status of Common Market areas is the relative wage levels and other costs of 
manufacture in relation to U.S.\industry. In addition, there is evidence that 
productivity in European industry is rising more rapidly than in this country. 
Many of the plants in the six countries are new plants having been completely 
rebuilt or modernized since the end of World War II, and have additionally 
been automated as markets and demand have expanded. 

The business press of last week reported the substance of a report on European 
wage levels by a large Belgian bank. I quote from an article which appeared 
in the Journal of Commerce of May 5, as follows: 

“The Banque de Bruxelles, one of Belgium’s leading financial institutions, 
recently issued an analysis indicating that the disparity between United States 
and European unit labor costs has been growing rather than diminishing. 

“Average costs for the six members of the Common Market (France, Germany, 
Italy, Holland, Belgium, and Luxembourg) had dropped by the middle of last 
year to a level some 12 percent under that of 1953. The bank estimated that 
U.S. costs had gone up by 3 percent over the same period.” 

While production costs seem to be relatively stabilized at the moment in this 
country, I think we can expect a further increase next year. The cost-of-living 
index has not shown any indication of stability or decrease. I expect another 
round of pressure for wage increases next year. Higher wages and other costs 
will widen the cost gaps between U.S. production and our principal competitors. 

There is every expectation that the internal reduction of duties within the 
Common Market will further stimulate demand, widen markets for more prod- 
ucts internally and provide the incentive for extensive mass production. To 
achieve this, there will be consolidations, mergers, and all kinds of comple- 
mentary and supplementary production arrangements across national bound- 
aries. This will further enhance the competitive power of common-market 
industry, both in its own as well as world markets. 

I am not at all optimistic that exporters to the Common Market are going 
to benefit substantially from the general expansion of the internal market of 
that area. The major share of the expansion will go to local producers. If it 
does not, one of the principal objectives of the union will not be achieved. 

Another factor that will adversely affect U.S. export trade, and perhaps other 
nonmember countries, is the proposed internal and external tariff adjustments. 
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During the transitional period, some duties will be lowered and some raised by 
individual countries. This will upset the established import business of U.S. 
exporters by changing their competitive position in the areas where import duties 
are increased. Furthermore, the reduction of internal duties between member 
countries will bring about changes in internal competition that will also affect 
imports from nonmembers. 

In my judgment, the net effect of the internal tariff changes and the establish- 
ment of a common external tariff will be discrimination against nonmembers. 
Because of our generally inferior competitive position in European markets, the 
discrimination against nonmembers of the European Common Market will fall 
most heavily upon U.S. exporters to that area. 

Some indications have already appeared with regard to the possible protective 
aspects of the proposed common external tariff rates. It is understood that 
establishment of tariff rates on agricultural products will be handled differently 
than the procedure for other products. For a highly competitive group of com- 
modities, no agreement has yet been reached for establishing a common external 
tariff rate. The obvious reasons for controversy about external tariff adjust- 
ments for this group of products would suggest the possibility that the external 
tariff, when finally established, will be at an effective protective level. 

I have summarized some of the more important competitive issues which I 
believe will confront U.S. exports to the Common Market. It is difficult to give 
any precise measurement to a competitive gap with so many variables present, the 
influence of which must be the subject of conjecture only. The Trade Relations 
Council has endeavored to collect some specific information from its members on 
their competitive experience. 

The questionnaire sent to our members requested prices of U.S. products in 
foreign markets compared with prices of foreign-made competing products, the 
latter by countries and regions; any information available on productivity in 
competitive production operations abroad; average hourly or weekly wages paid 
by foreign competitive producers and a comparison with U.S.-paid wages; and 
other competitive factors such as credit terms, discriminatory practices against 
goods, and any other significant factors of a competitive character. 

For obvious reasons, our members in furnishing information, requested that 
their companies not be identified by name or by products. This is not only to 
protect the confidential and competitive nature of such information, but to protect 
foreign sources of such information. 

I wish to note that many of the smaller members of our organization were 
unable to furnish such information. These members either have no export busi- 
ness, thus no sources of information on the subject of the inquiry, or they had 
long ago been priced out of export markets. A smaller group of our members, 
who are still exporters, were able to supply some or all of the information 
requested. 

I will endeavor only to summarize the reports received from our members who 
could furnish useful information. According to these reports, competiting for- 
eign products were found to range from approximately 10 to 70 percent below 
the price of comparable American products, with differentials of 30 to 50 per- 
cent, the most frequent. The geographical areas in which U.S. products were 
underpriced was virtually every section in the world. Next to Latin America, 
Europe was the area most frequently reported as the place where sales were 
lost due to lower prices of foreign products. In the Common Market area, 
France, Italy, and West Germany were most frequently mentioned. 

On the question of comparable productivity, none of the responding members 
reported that foreign productivity on the competitive products was greater than 
theirs. Some reported that productivity abroad appeared to be about the same 
as in their U.S. operations and a smaller number reported less productivity 
abroad than at home. 

All reports showed substantially lower foreign than U.S. wage rates. In 
terms of percentage of U.S. rates reported, wage levels range from 5 percent 
(Far East) to 45 percent. In the Common Market area wage levels were reported 
varying from 20 to 30 percent of U.S. levels. 

The conclusion to be drawn is that while American companies are experiencing 
varying conditions in trying to sell abroad, there is ample evidence that the lower 
prices of foreign goods are hampering our exports and losing us markets abroad. 
The evidence is that the substantial differentials, between domestic and foreign 
wage rates are not being overcome by greater productivity in the United States 
where this exists, and not, of course, where productivity is much the same here 
and abroad. 
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American industry has for a great many years made investment in foreign 
countries. There are many and various reasons for such investment. Recently 
I believe that international competition has been an increasingly important 
factor in stimulating management decisions to establish production facilities in 
Europe and elsewhere. Since World War II, the quotas and other restrictions 
on dollar imports among European areas has provided the incentive for U.S. 
firms to establish production facilities in those markets to capture lost export 
trade. A large number of American firms have, in effect, moved their former 
export business to the consuming market. 

In the case of Great Britain, investment by U.S. industry there not only 
provided access to the home British market, otherwise denied by import restric- 
tions on dollar exchange, but local production could be exported to markets having 
preferential duty arrangements with Great Britain. 

U.S. private investment in Western Europe has been growing rapidly. Accord- 
ing to announcements in business papers, there appears to be a growing number 
of U.S. firms making direct investment in either the European Common Market 
or free trade area. The most common reasons given for such expansion are the 
inability to compete in those areas with exports from the United States and a 
desire to participate in a prospective expanding market. 

I expect that the competitive advantage of production within the Common 
Market area and the extension of this competitive position to all world markets, 
will induce more and more U.S. private investment in that area. This will bring 
about changes in the character and volume of U.S. exports to the Common 
Market and also effect U.S. exports to other competitive world markets. 

Should the competitive advantage of European production be maintained, or 
the gap widened in favor of European costs with relation to domestic U.S. pro- 
duction costs, a powerful incentive will exist to induce U.S. owned enterprises 
abroad to export to the United States. To some extent this is now taking place. 
Parts, components, and in some cases complete products are being exported to this 
country from the Common Market area by U.S. owned or controlled plants to 
supplement domestic productions and sales. 

I do not believe that such imports have reached a level that affects domestic 
industrial expansion. Should such trade become of sufficient magnitude to sub- 
stitute foreign expansion of U.S.-owned or affiliated production facilities for 
domestic industrial growth, I believe that such a development would have serious 
effect on industrial expansion and employment in this country. 

In this general connection, I would like to refer to international trade develop- 
ments in the office-machine field. Trends and developments in this industry may 
not be typical of all industries which have or have had substantial export trade, 
but it will illustrate my references to some effects of competition in the Common 
Market area and the results of foreign private investment. 

For a great many years, roughly, until the end of World War II, the U.S. 
office-equipment industry exported office machines to most world areas. For a 
long span of time U.S. equipment dominated world markets. The early Euro- 
pean recovery program assisted the reconstruction of plants in Western Europe. 
As production was resumed in Europe, imports from the United States were on 
quotas or otherwise curtailed. Today Western Europe, including Great Britain, 
has a thriving and expanding office-machine industry. Due to difficulties in 
exporting to that area, most of the important American firms have established 
plants in several countries. 

The change in the U.S. position with respect to world exports of some office 
machines is set forth in a recent publication of the Department of Commerce 
entitled “World Trade in Adding Machines—Calculators and Cash Registers, 
1953-59.” On pages 3 and 5 of this publication is a statistical comparison of 
world exports of these products. The United States ranks third in total world 
exports of adding and calculating machines, very much below Italy and lower 
than Sweden, and in 1958 about equal to West Germany. In cash registers the 
United States is also third in rank, much below Sweden and somewhat below 
West Germany. A few years ago the United States was the principal exporter 
of all three items. 

A similar situation prevails for typewriters, principally the so-called standard 
types. The United States, at one time the principal exporter of these machines, 
has now become one of the largest importers. Recently two domestic producers 
appealed to the Tariff Commission for an import duty on typewriters which have 
been on the free list. An executive of one domestic producer stated that unless 
a duty was imposed on imports into this country the manufacturer of standard 
types of typewriters would “become a fringe industry in this country.” 
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Summarizing, the prospects for future trade with the Common Market area 
will be characterized, in my judgment, by the following: Increased competition 
from producers (including U.S.-owned plants) in that area in domestic and 
foreign markets; changes in the character, if not in the magnitude, of our exports; 
increased imports in volume and variety of goods and products; and continued 
high level of direct private U.S. investment in the Common Market area and 
other Western European areas. To the extent that differences continue to exist 
between the Common Market area and the members of the Free Trade Associa- 
tion, U.S. firms may decide to make investment in both areas to participate in 
the economic expansion of the entire region. 

The administration has announced plans to expand governmental trade pro- 
motion services to assist private business in selling abroad. Press releases 
indicate that additional appropriations will be sought from the Congress for 
this purpose. For a number of years I was associated with the Department 
of Commerce and have some knowledge of Government activities in the foreign 
trade field. I favor such a program but I doubt that the various Departments 
concerned need to expand their facilities. I suggest that the resources now 
available be used to promote exports rather than imports. More attention has 
been given to import trade promotion than to exports. The Government can- 
not sell anything; it can provide appropriate economic intelligence and advise 
businessmen on trade development. By placing emphasis on this aspect of the 
operations of the Foreign Service, it hardly seems necessary, in my judgment, to 
hire more personnel. 

U.S. economic assistance to underdeveloped areas is designed, among other 
purposes, to finance new industrial facilities to produce goods and products 
needed in the areas. As soon as such plants are in operation, imports of the 
particular product are displaced by local production. In those instances where 
the new facilities are to process raw materials in semimanufactured or manu- 
factured from, those products replace raw materials in the area’s export trade. 
Thus, the character of the future external trade of underdeveloped countries 
will change as industrialization progresses. 

For the short range, U.S. Government or privately financed industrial expan- 
sion in developing areas will provide export markets for production equipment. 
Because of higher U.S. prices, and unless our foreign aid policy directs other- 
wise, production equipment for these areas is most likely to be purchased from 
foreign sources rather than from U.S. producers. Likewise, the price incentive 
exists for U.S. private investors in developing areas to provide production 
equipment or portions of it from their overseas plants. 

To foster their new industries, the underdeveloped areas will pursue protec- 
tive policies in tariffs or other import controls, wherever these may be neces- 
sary. It generally requires time and experience for new plants to become effi- 
cient in economic terms as well as in quality of products. 

I think it can be assumed that the newly independent and other developing 
countries of the world will, as a group, have protective controls on imports and 
to the extent possible, aggressively promote exports of their new production 
to meet their needs for foreign exchange. 

The United States and other free world countries should aid the underde- 
veloped nations to advance their economic status, to improve their standards of 
living and the general welfare of their people. The United States has borne 
most of the financial burden of this program. It is hoped that other netions 
we have helped previously will now in turn join us in helping others. Besides 
i ate capital may increase its contribution—we can 
also expect that the industrialization we help create will become in the future an 
important new competitive sector in world trade. I hope that this competition 
will not exploit wage rates and working conditions that violate the standards of 
the countries with which they will compete, particularly those countries which 
have given aid to their industrial development. 


Mr. McCoy. The Trade Relations Council is a voluntary associa- 
tion of manufacturers, manufacturing, and agricultural trade asso- 
ciations interested in both export and import trade. We are as much 
interested in promoting imports as we are in promoting exports, 
under fair competition. 


Our main interest in this particular hearing is with the Common 
Market and the whole European area. 
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It is one of our largest trading areas. 

I point out in my statement that while we have increased our 
export to that general area, our imports have also increased by a 
much larger proportion. 

In 1953 we had an export of $1.5 billion. By 1959 this had come 
to $2.4 billion. On the import side in 1953 our imports were $1 bil- 
lion and increased to $2.4 billion in 1959. 

This is an increase over the period of 60 percent in our exports 
and about 140 percent in our imports. 

Senator Monroney. Let me ask you right there—and I don’t pro- 
pose to interrupt you very often, but is it not generally desirable to 
have a balanced export and import balance to certain areas? 

In other words, the fact that we have run under on our exports— 
increased only 60 percent in exports, but now imports have come to 
140 percent, 1f they balance out at $2.4 billion, if that were a rela- 
tively static ratio, it would not be anything alarming? 

Mr. McCoy. It would be a highly desirable thing. 

I should remark also that the imports from that area, as well as 
all of our imports, are increasing proportionately in highly manu- 
factured products. We are getting more and more imports of highly 
manufactured articles into the country than we did a few years ago. 
I believe the proportion now is 50 to 55 percent of highly manufac- 
tured as against 30 to 40 percent of highly manufactured some years 
ago. 

“With the joining together of the six nations into an economic and 
political union, and the gradual reduction among themselves of in- 
ternal duties, this will provide a market comparable to the United 
States. Roughly 168 to 170 million people in the 6 areas of Eu- 
rope, and it will provide what we sometimes refer to as a mass 
market. This will certainly encourage a great development within 
the country of production; it will encourage concentration of indus- 
try; it will encourage the development of industry across national 
borders and much supplementary and complementary production in 
European areas to meet their rising, or what we hope will be their 
rising demand. 

It is my view that the major benefit from the increased levels of 
activity—business activity that is expected in Europe—will accrue 
to the domestic producers there and not to exporters to that area. 

In other words, I expect the competitive situation in that area to 
improve a great deal and make it more difficult to compete from the 
outside, on a strictly competitive basis, not to mention some of the 
barriers which I think will be erected as a result of the Common 
Market procedure. 

We have conducted a survey among our members asking them 
about their competitive situation in world markets with special 
emphasis on the Common Market. We asked them to report on 
prices—that is, the comparable prices of U.S. products in foreign 
markets with local products; information on relative and comparable 
wage rates and any information they had on productivity. 

In summary, these reports show that generally speaking foreign 
prices ranged from 10 to 70 percent of our prices; that in some mar- 
kets, for example in Europe, prices are more frequently 30 to 50 
percent of the U.S. prices; that their wage rates ranged from 5 to 
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45 percent of our domestic wage rates, but that more often in Europe 
these wage rates are reported on comparable products to be from 20 
to 30 percent of the U.S. wage rates. 

Senator Monronry. Twenty to thirty percent below, or twenty to 
thirty percent of ? 

Mr. McCoy. Of. 

With respect to productivity, generally speaking, our members 
found that productivity in Europe was not greater than at home. In 
many cases it was equal to productivity here and in some other cases 
below. Although it was indicated, in general, productivity indexes 
in Europe seemed to be improving. 

There will be considerable dislocation of trade when the Common 
Market apparatus is put into effect, full scale. 

For example, some duties will be raised in some countries and 
some lowered. That is with respect to what they are now. This will 
certainly be somewhat disturbing to U.S. firms who have established 
a market in one country where the duty might be increased and, of 
course, it is hopefully beneficial where the duties have been de- 
creased. 

There seems to me to be evidence of some protective tariffs which 
will be established—that is, the common tariff, Not long ago there 
was an announcement that tobacco products—it was proposed at 
least—that tobacco products would have an external rate for the area 
of 30 percent. 

Agricultural products, as has been mentioned before this morning, 
will be treated differently from other products. We are not quite 
sure how these will come out, but I vealed assume from reading some 
of the detailed descriptions that there are some products we may wish 
to protect within the area. There is a large seattle of highly com- 
petitive products, the so-called schedule G, upon which agreement 
has not yet been reached with respect to both reductions internally as 
well as the establishment of an external duty. 

It is my presumption at least that on agricultural commodities and 
on some highly competitive products—that is, competitive not only 
from external sources but internally—we might expect to see protec- 
tive duties established. However, U.S. industry, generally speaking, 
has not been so much concerned about the level of tariffs as it has 
been with other restrictions which have prevented exports to some 
of these areas in times past. 

For example, the duties on chemicals are higher in some of the 
countries than they are in the United States and they are likely to 
remain so—even with the establishment of a so-called averaging out 
of the duties. 

I expect that we will see a continuation of the direct private foreign 
investment in European foreign countries. It is already very large 
and has been accelerated in recent months and years. It seems to me 
that every issue of the business newspapers contain several items per 
day of American firms which have made some arrangements for pro- 
duction in Europe. 

A McGraw-Hill survey recently pointed out that according to their 
information, and upon a canvass of domestic manufacturers, the 
planned expansion in 1960 compared to what actually happened in 
1958 runs like this: 
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For all manufacturing, private investment in 1958 in Europe, $233 
million. 

It is proposed in 1960 that this investment according to plans might 
be as high as $418 million, almost double. 

In petroleum, private investment in 1958 was $384 million. 

Proposed investment, 1960, $433 million. To me, it has always been 
astonishing that the petroleum private investment is as large as all 
other private investment together. That is in manufacturing. 

I would expect that the competitive conditions, if they are main- 
tained, would expand U.S. private investment in Europe. 

To sum up, it would appear that first of all there is increased com- 
petition in the Common Market, both from within the market as well 
as exports from that area to other world markets. 

In other words, I believe that U.S. manufacturers manufacturing 
here in this country will meet increased competition in the European 
area and will find increased competition from producers in that area 
in other markets including our own; that our imports will grow; our 
exports will grow. I hope that it may maintain some balance, but I 
believe that the imports will be more and more of highly manufactured 
and highly competitive products; that the changes in the character 
of the trade in both exports and imports will reflect these competitive 
situations. 

For example, not long ago in terms of time in an industry we were a 
principal exporter of typewriters, adding machines and calculators to 
Europe. We are no longer a great exporter of those commodities, 
at least to that area. We used to rank first in these kinds of com- 
modities. Now, as a world exporter we rank third, and Europe has 
improved its situation in these commodities so that the trade is coming 
this way although we still have a substantial export business in many 
lines of equipment of this sort. 

There will be a continued flow of private capital to the area and 
U.S. firms who have production arrangements of various kinds in 
Europe, and more yet to be made, will have inducements to export the 
production of those plants back to the United States. This will be to 
supplement not only their domestic production, that is, to fill out their 
lines as some are doing now by components and parts, but to some 
extent this type of export from a lower cost area might have an effect 
upon domestic industrial expansion. 

With respect to the underdeveloped areas, it seems to me that our 
trade with those areas is not very clear in the future. We probably 
will export capital equipment. Unless our Government decrees other- 
wise in its aid program, a great deal of these capital goods for the 
new industrialization in these developing areas may be purchased from 
abroad. Prices will be cheaper and in some cases the private capital 
placed in those countries might find it more expedient and less costly 
to buy their capital goods in some other place. We will have a chang- 
ing character in our trade in those areas depending on the kind of 
industrialization that takes place. 

However, it seems to me that this is something of a rather long- 
range development and I do not see any drastic changes to come 
about in these areas in the very near future. 

Senator Monroney. Thank you very much, Mr. McCoy, for your 
thoughtful statement, glum though it is. 
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Mr. McCoy. I beg your pardon. 

Senator Monroney. I say it is rather discouraging, I think, as to the 
future, with the statistical base that you give us. Their costs you say 
have dropped 12 percent. On page 3 you say this: the report of the 
bank of Brussels where the average cost of the six members of the 
Common Market are shown—France, Germany, Italy, Holland, Bel- 
gium, and Luxembourg, has dropped by the middle of last year to 
a level some 3 percent under that of 1953. 

This is the unit labor cost, and the bank estimated that U.S. labor 
costs have gone up by 3 percent for the same period. 

When we have your statement that we are being underpriced in 
American products with ranges between 10 and 70 percent, that 
differentials on large amounts are usually underpriced by 30 to 50 
percent; that the continued location abroad of our factories, in the 
Common Market areas particularly, will not only take some of the 
export market, but will also find new exports from our own plants 
back into the United States. 

I just wonder what you feel the United States can do to arrest what 
apparently is a trend in the near future that will undoubtedly leave 
us with more imports coming in and fewer exports going out. 

Mr. McCoy. Well, one answer to that, Senator Monroney, might be 
that if the other countries where we would expect to develop the largest 
amount of trade—the Common Market, and the rest of Europe—were 
to completely eliminate restrictions—that is, other than tariffs—our 
export trade might be improved. 

Fundamentally, if we export on even terms and in line with our 
imports from the area, some of their exports into this country might 
seriously injure our domestic industry by creating unemployment and 
dislocation. To some extent that has Sannek, although I should 
think most of our real troubles come from other areas and not from 
Europe. Although we have had some rather severe competition, I be- 
lieve the ultimate solution to this is some program by which we do 
not permit imports to seriously damage any major domestic industry 
to the point of creating unemployment, inhibiting new investment or 
the normal] expansion that we would expect in this country to provide 
the employment we must provide each year through economic ex- 
pansion. 

Senator Monroney. You reach a sort of a shadow line. The small 
car is a good example of this. The automobile industry has not, to 
their great credit, asked for higher tariffs on automobiles and has 
come out with a competitive compact car which is apparently doing 
very well here. Their sales abroad have not yet been announced. 

Are we not going to be compelled to find new and imaginative 

roducts, since the cards seem to be stacked against us on the unit 
abor cost, and particularly in the quality market where they can 
put many times more man-hours of work on a product to finish it 
better and to maintain the quality than we can? Are we not com- 
pelled to get into new fields of exports where the world has not yet 
caught up with our technical knowledge and with our designs and 
with our quantity production ? 

Mr. McCoy. We used to have that advantage. I do not think we 
have it any more. We were the world’s chief innovators of new 
products, new designs, new performance. We are no longer the 
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leader. We have competition in other countries. It seems we have 
two problems here. Yes, we should promote exports. We should 
try to sell our goods wherever we can to meet whatever competition we 
can. 

However, we are still at a disadvantage if we have continued in- 
flated costs in this country compared to our principal trading part- 
ners. This is not always true. It isn’t true with respect to Canada. 
It is probably less true in some European countries, but taking the 
world as a whole we suffer from having high costs here which, re- 
gardless of industrial innovations and technology, we cannot over- 
come. 

Now, a new device in electronics was the transistor which a few 
years ago was a laboratory novelty. The transistor was at that time 


calculated to revolutionize the electronics industry, especially that 


aspect relating to receiving apparatus in TV and radio. The Japa- 
nese capitalized on that new development and today are a more 1m- 
portant producer of electronic equipment of that sort, or equal to 
us. Actually, they are outselling us not only in this market and in 
some types of radio receivers, but in other markets as well. 

The Japanese and others who used to sell rather inferior goods in 
the world markets no longer do this. The quality goods come from 
all sources. Not entirely due to their own efforts; probably with 
the help of Americans who have helped them improve theirs, not 
only with machinery, but with know-how. 

So we are facing an entirely new competitive situation that we have 
not faced before in terms of highly specialized production in the 
countries which can afford to go into mass production. 

No, I think the automobile industry has not asked for any tariff 
protection. It would seem to me they don’t need it at the moment. 
The imports have been in a rather large amount—perhaps 700,000 
cars last year which might be 10 percent of our consumption, but this 
has not. so far as I can tell affected the growth of employment. in the 
automobile industry at all. There are those who say that quite a few 
people would have been employed in producing the foreign cars that 
are imported, but I don’t attach any importance to that because I 
doubt that there would have been 600,000 or 700,000 additional Amer- 
ican units purchased if the imported cars had not been available. 

Senator Monroney. It seems to me though somewhere we have a 
little gap between what Government can rightfully do—for example, 
these compact cars. I had the pleasure of going to the Interparlia- 
mentary Union a couple of weeks ago in Athens. I was in Rome, 
Paris, and two or three other places. I didn’t see a single American 
compact car. 

Now, I am sure that if Great Britain had brought out a rather 
spectacular new model, different from anything they had ever pro- 
duced, that you would have seen a good many of those running around 
Washington even if they had to be flown over here by air and put 
in the hands of some of their Embassy people to at least fly the indus- 
trial flag in an area soas to attract attention. 

I doubt if we will get around to equipping any of our Embassies 
with this rather impressive new type of car we have developed during 
the next 4 or 5 years and by then it will be old hat. Probably it will 
have been copied by our European friends. I don’t believe we take 
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our foreign trade seriously as a matter in which Government is a 
working partner. 

You mentioned oil, for example. The investment in oil, I believe 
you said, exceeded almost all of the other investments abroad. 

Well, oil happens to have—the import of oil—such a great tax 
advantage, particularly from the Middle East, that none of these 
huge companies pay a nickel’s worth of tax to the United States on 
their production and, therefore, they can be competitive with rich 
fields and with deep oil veins into the European market. The produc- 
ers in Texas or Oklahoma, our own oilfields, not only pay high State 
taxes and local taxes and social security taxes and everything else, 
but they are clipped for 51 percent of their net profits. 

Senator Y arsorouGu. Fifty-one, Senator / 

Senator Monroney. On every barrel of oil that they sell. 

Would there be any possibility to at least retrieve, on the export 

‘ade, if it could be handled separately, some of the taxation that 
a into these profits on the basis of Federal income tax ¢ 

We hear all the time about their wanting us to give tax relief on in- 
vestment abroad. I am beginning to wonder, having had this shut- 
down of oilfields in my State, whether we shouldn't work it the other 
way around and give the export trade tax relief for it is taxes that 
make us none ompetitive in many areas abroad ¢ 

Mr. McCoy. It is not labor which is the only cost, of course, in this 
country. We pay relatively high taxes as well. When it comes to the 
question of tax incentives for ‘either exporting from this country or 
incentives for private investment, this tax relief problem always gets 
into high controversy because of preferential dealings with business 
firms, or differences for tax purposes between corporations depending 
on what they do. 

The members of our organization are not of one mind about tax in- 
centives for foreign business. The smaller firms believe that this 
would give the larger firms an even greater competitive advantage, 
either at home or abroad, and they don’t like the idea that because you 
are conducting your business somewhere else, therefore you should 
have some advantages taxwise. 

I believe the Congress is now and has been considering legislation 
with respect to taxing foreign operations of American firms (H.R. 5, 
Boggs bill). 

Senator Monroney. I thought it was an exemption—I mean there 
was more preference taxwise to foreign investment, as I understood it. 

Mr. McCoy. Yes. As I say, Congress has been considering giving 
a preference taxwise to foreign operations. As I understand it, it is 
controversial. 

Senator Monroney. It is pretty controversial, particularly in West- 
ern Europe where the opportunity and stability and everything else 
to import credit . almost risk free. 

I think, if we are limited to underdeveloped areas, where we are 
trying to build up an industrial base which would raise the standard 
of livi ing and, therefore, offer some hope of additional American sales 
later on, as well as the simple fact that it is good for democracy to 
have people economically well off, then that is one thing; but to give 
tax advantages to people who are establishing competitive industries 
with American capital, American patents, American know-how, who 
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are not only filling the market there with products made there, but also 
finding some return market here for their exportable surplus, then we 
would not be conscious of the proper degree of our own labor market 
and our own industrial opportunities, would we? 

Mr. McCoy. It seems to me this would encourage the expansion of 
U.S. industry abroad, and expand over there what ought to be 
some expansion here at home. | 

Senator Monroney. I had the pleasure of visiting last year with, I 
think, the European manager of Westinghouse. I was amazed to learn 
that in almost every country in Western Europe they had worked 
out license agreements in which their washing machines, refrigerators, 
and other things normally made here and exported were being made 
by Fiat. and other firms abroad so we have actually no competitive ad- 
vantage in design. Their quality standards are sometimes better than 
ours because of the lower cost of labor, additional inspections, addi- 
tional service guarantees, and things of that kind, 

Mr. McCoy. They are manufactured to the market demands of the 
country. You were talking to a previous witness about the design of 
products for foreign markets. 

If industry here spend a great deal of money on the development of 
a new product, it must sell that product in this market in order to 
pay for the costs involved. ‘These foreign markets generally would 
be too small for production runs to justify that kind of expenditure. 
So the foreign licensing of know-how and of different techniques 
seems to be the answer to that. 

This isn’t to say, though, that altogether we would have exported, 
or might have exported, this kind of appliance from this country at 
all. It is more likely that they are building in many cases a product 
better suited to the European market than one that could be made 
here. 

Senator Monroner. To get back to this, maybe we should be design- 
ing some things for the European market in our own factories? 

Mr. McCoy. It is a question of economics. Is the market big 
enough to pay for the tooling up and the development costs which 
must, in a highly moving technology or design change, be returned 
in arelatively short time ? 


Senator Yarsnoroucu. Mr. McCoy, at page 7 of your statement 
you state: 


In the Common Market area wage levels were reported varying from 20 
percent to 30 percent of U.S. levels. 


Mr. McCoy. Yes. 

Senator Yarsoroucu. Is there any considerable interest in the 
European labor movement to demand more wages, to get their wages 
up to a standard of living comparable to that enjoyed by American 
workmen ? 

Mr. McCoy. Senator, I think there is. Perhaps their progress has 
been slower than has been the case in this country. I was listening 
toa TV broadcast the other night, reporting an interview with a 
European labor leader who was asked this question as to whether 
they had been pressing over there for wage increases and other bene- 
fits comparable to what. has been taking place here. He said “Not 
exactly.” They had used a great deal of restraint in years past be- 
cause of the necessity for first rehabilitating European industry and 
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the labor leader felt that they should not press for too much at that 
time; but he felt that now that they were in a position with increased 
production and greater output they should ask for it. 

But the fact is, I would say, that our labor people have had more 
success in increasing wages here than their corresponding elements 
abroad. 

Senator Yarsoroucu. Wages at 20 to 30 percent of the American 
level? What is your opinion of the comparative man-hours and 
output? Does the European manufacturer get as much in output per 
hour, in know-how, and in actual productivity as the American 
manufacturer, or not ? 

Mr. McCoy. I think he does. One machine tool manufacturer told 
me a few days ago that his European plant, which he considered to be 
an efficient production unit, was in many respects a little bit above his 
domestic plant in terms of productivity per worker. 

Senator YarsoroueH. You have mentioned the fact that the United 
States was formerly a leader and dominated the office equipment 
market of the world. Also, that it had fallen to third place in adding 
machine exports, very much lower than Italy and Sweden. In cash 
registers, where we formerly led, we are now third, with Sweden lead- 
ing and West Germany being second. 

You have mentioned the fact that the foreign producers are leading 
us now in innovations and in models that appeal to the world market 
more. 

Would you say that we have been hurt most in this by their inven- 
tive genius and their bringing out the models that are more suitable, 
or by the wage differential; or is it such a combination of the two that 
it is indistinguishable as to which has hurt our productive position! 

Mr. McCoy. Senator Yarborough, it is a combination. 

Let me go back a moment to say that right after the war we helped 
Europe rebuild her industry and one of the first industries to benefit 
from our help was the typewriter and office machine industry. As 
those were rebuilt, import quotas were established and we could not 
export from here. Under the impetus of that situation, plus the fact 
that U.S. manufacturers went abroad to establish their own plants, 
since they couldn’t export from here, there was a commingling of 
their technology and their ideas with that of the European countries, 
with the result that there is innovation over there both from the 
standpoint of European producers as well as U.S. producers. 

Senator Yarsorouecu. With our technicians collaborating with 
theirs in bringing out newer products. 

Mr. McCoy. You are quite right. 

Senator YarsoroucuH. I notice that toward the conclusion of your 
statement you said you doubted that the various governmental de- 

partments that we have now need to expand their facilities to help 
private industry sell abroad, but that they should promote exports 
rather than imports and that more attention has been given to import 
trade than to exports in the past. 

Was that during the period of rebuilding in Europe when we were 
encouraging them to rebuild their economy in order to strengthen the 
Western World? 

Mr. McCoy. This is generally true. The Foreign Service, I think, 
had rather distinct policy orders to help promote exports from those 
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countries to the United States, as a method of helping build their 
economies. 

The Government gave up export trade promotion. The Commerce 
Department did for many years between 1933 and 1939 in which years: 
the Bureau of Foreign Commerce of the Department of Commerce 
was abolished and merged with the Foreign Service. I don’t believe 
that the Foreign Service ever did the export trade promotion job that 
was done before that time. 

My suggestion here is, while I am heartily in favor of the Govern- 
ment assisting business in trying to find new markets and increasing 
existing markets, I suggest that they direct the people now in this: 
job of promoting exports not to devote so much time to import trade 
and its promotion. 

I believe there is some justification for my belief because the admin- 
istration has been talking for about 4 months of an export trade pro- 
gram and during the recent months export trade has increased. Per- 
haps all they need to do is continue talking about it; perhaps they 
don’t need more personnel. 

Senator Yarsoroucu. They need more drive and reorientation to- 
ward selling our products ? 

Mr. McCoy. I think so. 

Senator Yarsoroucu. I want to thank you, Mr. McCoy, for your 
very realistic statement. 

I take it that what you feel is needed is a great deal more American 
inventiveness in a promotional way and a business way, aside from 
inventing new machines and adapting what we have to the market 
abroad ? 

Mr. McCoy. Yes, with respect to exports, and seeking nondiscrimi- 
natory treatment in foreign markets. 

I don’t think our American manufacturers have ever complained 
about tariff rates as such. They are perfectly willing to accept the 
fact that if a country wants to protect its domestic industry with a 
30- or 40- or 50-percent duty, they will try to sell there if they could. 
But they could do very little if, in addition to a tariff at any time, 
there were other restrictions. 

Senator Yarsoroucu. Well, in response to one of Senator Mon- 
roney’s questions, you said something, as I recall, to this effect : That if 
the foreign imports were increasing in one particular phase of our 
economy to such an extent that they were causing unemployment at 
home, to the extent that it would frighten additional capital out of 


going in and building up that particular product, that there ought to 
be some kind of protection here at home. 


Was that the substance there ? 

Mr. McCoy. That is right. 

Senator Yarsoroucu. Did you mean tariff protection in specific 
cases to help specific industries here ? 

Mr. McCoy. There are various ways in which this can be done. 

I think most of the people who advocate a so-called liberal trade 
policy will admit that perhaps we need at times some protection, but 
they say tariffs are not always the answer. This is almost equivalent 
to saying: “To be healthy, never get sick and never consult a doctor.” 

If we are to take action here to protect a domestic industry that 


needs to grow, to provide additional employment, some device needs 
to be used ; perhaps a quota. 
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An import duty in many cases wouldn’t be effective, and besides, 
an import duty has the effect perhaps of raising prices—not always, 
but at least it has that connotation in many cases. 

There were mentioned earlier facts about the textile industry in 
this country and low-cost imports. One of our new competitors is 
Hong Kong. Quite obviously, anyone who has been in Hong Kong 
knows the reasons why textiles there can be produced at very low 
cost. They are hiring refugee labor for the most part and these 
imports can come into the United States and can successfully dislodge 
any comparable product in our home market. 

Now, to some extent this should be accommodated. We should buy 
textiles from both Japan and Hong Kong, but we should not expect— 
they should not expect to dominate or take a complete market away 
from domestic producers. 

I don’t think this is logical for them to expect. If some suggestion 
has been made that, perhaps, if we can buy our textiles from Hong 
Kong, Japan and later India and the other countries that are develop- 
ing their textile industry, I say that if we can buy those at decided 
advantages to the consumer at prices below any domestic competition, 
why not put our textile industry into some other line of business? 

I submit it is going to be very difficult indeed, if not politically 
impossible, to do this with an industry such as textiles, steel, or any 
other which is basic to our country and which accounts for a large 
amount of employment. 

I think we should establish perhaps some level of operation of a 
given industry such as textiles, and try to maintain that level, also 
giving due regard to economic expansion. 

This would be fair enough, it seems to me, to most countries, to 
understand that we do not intend to give up our market here below a 
certain point of what we consider to be necessary to maintain our 
basic economy in our national interest. 

Other countries have done this consistently. We have been dis- 
criminated against in many ways not through tariffs, but through 
exchange controls and others for a long time. GATT was never able 
to do anything about it, and I think our country has recognized that 
when those countries that wanted to do this were firm in their deter- 
mination, this was something they were going to protect because of 
their national interest and employment; we have to accept it, and we 
have. 

I don’t see why it couldn’t work the other way. The trouble is when 
others do it, it is enlightened self-interest, but when we do it, it is 
exclusion of any opportunity for foreign trade. We always seem to 
be on the losing end of the propaganda side. 

Mr. McCoy. Yes, we seem to be willing to give everything—as you 
mentioned before, Senator. What could GATT do, or what could we 
do about some discriminations—I am not talking about duty rates as 
such—I am talking about other controls. What could we do about 
these when they are practiced against us? se 

Well, the only way to make, it seems to me, people think about it is 
to provide the same arrangement against their imports here until they 
are ready to meet the conditions. This is a little tough, but this is 
the way I think it should be done. 

Senator Yarroroven. Mr. McCoy, you think then there should be 
a carefully studied policy to determine what level must be maintained 
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in our domestic production in basic industries in order to keep a reason- 
able level of employment so as not to have our domestic economy col- 
lapse and then use the margin between that—maintaining an industry 
and what might be, say, a big-profit margin—use that margin where 
foreign imports would be permitted to compete with domestic mar- 
kets and by which conversely we might get an opportunity to export 
some of our margin to foreign countries. 

Mr. McCoy. That seems to me to be a reasonable proposition. I 
am not saying how we should work this out, but it does seem to ine not 
unreasonable that w e should endeavor here to maintain a certain level 
of production in a given industry. If we would permit uncontrolled 
imports in a very critical area to dislocate our employment, and have 
people out of work in various parts of the country—and we now have 
some of this—it may not be due to imports, but it may be due to other 
things. One of the acts Congress just passed and sent to the Presi- 
dent deals with unemployment in certain areas; chronic unemploy- 
ment and other unemployment. We could have more of this if there 
happens to be serious dislocation of an industry with unemployment 
occurring in many centers of production. 

It seems to make very little sense to have to have another Govern- 
ment program to provide aid to people displaced by imports. We 
have the habit of curing one governmental problem with another 
and going on, but it seems to me very evident that if there were to be 
a large dislocation of employment in the textile industry due to im- 
ports—and this could happen if they were large enough—what do 
we propose to do with the people in New Engl: ind and North Caro- 
lina, South Carolina, Tennessee, that have been employed 1 in textiles? 
There is no immediate opportunity for them to get jobs in export in- 
dustries which may be favored, by the fact that we are importing more 
and more textiles. 

Senator YarsorovuGu. I have no further questions. 

Senator Monronrey. Thank you very much, Mr. McCoy, for your 
very helpful statement. We appreciate your appearing before the 
committee. 

Senator Yarsorovuenu. I have one further question, Mr. McCoy. 

Under the existing mechanisms of the Tariff Commission and other 
things which examine the problems of specific industries, do you feel 
that they are doing a thorough enough job of studying this problem 
of our basic economy and the extent to which we should have compe- 
tition from abroad, looking at the whole national interest of that 
industry, employment in the country, maintenance and the danger of 
driving away our foreign trade with a general overall high-tariff 
policy, , do we have: any one agency now that ‘is doing this? 

Mr. McCoy. No, we do not. The Tariff Commission studies on im- 
port competition are limited rather severely to the problem immedi- 
ately at hand: Whether imports threaten to create economic injury, 
but it is not a broad scale undertaking. 

Senator Yarsoroucn. They just examine specific complaints in a 
specific industry. We do have that machinery. 

Mr. McCoy. That is right. 

Senator Yarsoroven. Not enough for the type study you talk 
about ? 

Mr. McCoy. No, sir. 
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Senator Monroney. Overall planning as we plan a National Se- 
curity Council operation or something with relation to the overall 
problem of our trade balances being somewhat evenly divided. 

Mr. McCoy. No, sir. 

I believe this is necessary in the establishment of broadening cer- 
tain economic areas and goals and then we are better able to judge 
what we should do about it and when we should do anything about 
imports. 

Senator Monroney. Thank you very much. 

Our next witness is Mr. Donald F. Heatherington, director, Euro- 
pean Division, National Foreign Trade Council, Inc. 


STATEMENT OF DONALD F. HEATHERINGTON, DIRECTOR, EURO- 
PEAN DIVISION, NATIONAL FOREIGN TRADE COUNCIL, INC., NEW 
YORK CITY 


Mr. Heatruertneton. Mr. Chairman, I am Donald F. Heather- 
ington. 

I am director of the European Division of the National Foreign 
Trade Council which, as you know, is a nationwide membership asso- 
ciation of American firms engaged in all the manifold branches of 
international trade and investment. However, I am not appearing 
here today in any sense as an official representative or spokesman of 
the council, but solely as an individual expressing persona] views. 

Since their inception, I have been concerned with the European 
Economic Community, familiarly known as the Common Market, and 
with the recently organized European Free Trade Association. As a 
result of this experience, I would certainly be inclined to question 
whether any other development affecting international economic and 
commercial relations has in as brief an interval attracted as much 
attention or been the object of as intensive and widespread interest. 
A vast amount already has been written on virtually every aspect of 
the subject, and the end is not yet in sight. Many of the comments 
about the European Common Market, and to only a slightly lesser 
degree about EFTA, have in fact been repeated with such frequency 
that they have either become or are on the verge of becoming rather 
tired clichés. Nonetheless, it is abundantly clear even at this early 
— that the economic integration of Europe is an almost infinitely 
arge subject having many as yet unrealized ramifications and im- 
plications, each of which is capable of posing troublesome problems in 
the years ahead. 

For this reason, in accepting your invitation to testify on the issues 
surrounding U.S. trade and the Common Market, I indicated that I 
would confine my prepared remarks to a single facet, namely, the 
reaction or response of American business to the integration of Europe 
and to the formation of the European Economic Community and the 
European Free Trade Association. 

In many ways one of the most surprising aspects of European inte- 
gration and of the Rome Treaty in particular has been the almost un- 

ualifiedly favorable reception which they have had in the United 
States. Ordinarily it might reasonably be expected that any step 
potentially as far reaching and even revolutionary in its effects would 
provoke a good bit of critical questioning and, conceivably, some mod- 
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erate opposition. Actually, however, there have been on the contrary 
few objections and comparatively little protest heard from American 
business despite the fact that establishment of a full-scale preferential 
trading area was early understood to be a key element. This, I think, 
may be attributed to a combination of factors. 

First, the political overtones and benefits associated with the integra- 
tion movement have clearly exerted a broad and persuasive appeal. 
I suspect that this circumstance together with the long-standing and 
often-voiced conviction that Western Europe should be united along 
Federal lines have tended to overcome whatever inner doubts and fears 
there may have been in the United States about the Rome Treaty and 
the Common Market. The accent which has thus been given has 
unfortunately created a false impression of the extent to which Euro- 
pean political unity has been achieved and obscured the even more 
important fact that there are other equally significant political con- 
siderations at stake in the relationships between the community and 
those outside. 

But this has by no means been the sole influence. Certainly insofar 
as U.S. business reaction is concerned, there has been an inherent 
sympathy and support for the argument that the objectives of sus- 

tained economic growth and continued improvement in the standard 
of living can be attained by Europe only through a fusion of markets 
which will open the way for a more effective utilization of mass pro- 
duction and mass distribution techniques. Such an approach is, 
again, what many American business leaders have during the years 
advocated as the course E Nurope should adopt in its own long-run 
interest. 

More specifically, to carry the point somewhat further, U.S. firms 
already established in Western Europe with manufacturing branches 
or subsidiaries naturally were on the whole disposed, from ‘the outset, 
to welcome any effort intended to enlarge the market and raise real 
income. In all likelihood, taken as a group, these firms had far 
fewer reservations about the Rome Treaty than did many of their 
European counterparts and competitors. Asa rule, where hesitation 
was shown, it reflected uncertainty with respect to possible implica- 
tions of various provisions in the treaty and the manner in which they 
might be interpreted or applied rather than negative attitude toward 
the new program. 

Another likely reason for the relative absence of vigorous com- 
plaints against the steps being taken in Europe was that in recent 
years the inev itability of some : concerted action along these lines had 
been recognized and tacitly conceded. The trend clearly was in this 
direction and all that remained was to ask: What and in what form 
will market integration actually be brought about? Despite or per- 
haps even because of the earlier experience and example of the Coal 
and Steel Community, the general presumption seemed to be that 
there would be an evolutionary transformation of the existing OEEC 
machinery into a free trade area system or at most into a customs 
union. 

Looking back, and ignoring what has since transpired, it is prob- 
ably a fair guess that given their choice the majority of American 
firms with an investment or trading interest in Europe would have 
preferred to see an overall free- trade area rather than a common 
market established. 
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In the first place, a free-trade area is a much simpler, less involved 
arrangement. 

In the second place, although a free-trade area enables carereten 
from inside to enter the market of any member country at a preferen- 
tial advantage, no bars are added to the existing barriers against those 
outside. 

Unfortunately, however, what has in fact happened is that we are 
confronted, not by one of either, but by both a Common Market and 
a free-trade area, each with a mutual y exclusive membership. 

In addition, it ‘must not be forgotten that there are six other Eu- 
ropean countries outside the Communist orbit not yet affiliated with 
either the EEC or EFTA. This is a regrettable division, one that no 
one wanted. It is regrettable not only because it has already led toa 
certain amount of tension and _ill-feeling which could deepen the 
schism, but also because it could prove an economically disruptive and 
disturbing influence on the region as a whole. Everyone seems agreed 
on the need for some form of accommodation between the two groups, 
but no one has yet been able to come up with a satisfactory solution 
acceptable to both sides. 

In the meantime, it is difficult to understand why the United States 
has maintained such a “singular reserve” toward the Free Trade As- 
sociation. Indeed, American policy so far seems to have contributed 
to widening rather than closing the gap, to bringing about unification 
of a segment of Western Europe at conceivably the expense of the 
whole. 

It must be acknowledged that from the standpoint of American 
trading interests there are both advantages and disadvantages in the 
continued separation of the two groups. It has been the British con- 
tention that the getting together of the Six and the Seven would not 
create any more disc rimination against the United States than pres- 
ently exists. This, I think, is a mistaken view. Granted that in terms 
of the tariff rates the preferential margin against the United States 
would be the same, the enfolding of one more strong competitor into 
the preferential area might very well mean the effective exclusion of 
the United States from the market for the particular commodity or 
product. 

On the other hand, if there is any validity to the basic idea that 
regional integration will stimulate accelerated growth and contribute 
to increased trading opportunities, then on balance cooperation be- 
tween the two groups to permit trade to flow freely should redound 
to the benefit of the United States. Further, an early linking of the 
two groups would eliminate one of the many uncertainties which now 
complicate and befog any business decision concerning future opera- 
tions in Europe. 

From the first there have been rather wide differences of opinion as 
to the ultimate meaning and impact of European integration. But 
is it not evident that any assessment of the possible effects and im- 
plications must take as a starting point the fact that we are not deal- 
ing witha static situation or a static arrangement ? 

Leaving aside the political motivation, the whole purpose is to 
promote and stimulate the growth of the E suropean economy, To this 
end the Rome treaty, many of whose most important provisions yet 
remain to be spelled out, envisages a whole series of administrative : and 
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legislative steps which over the years must and will alter the condi- 
tions under which the business life of Europe is to be conducted. Be- 
yond this are those other independent forces and influences which 
would be felt in any event in the normal course, but when coupled witli 
the stimulus given by the integration movement will have even greater 
impact. All this obviously enormously complicates any attempt to 
analyze the total or partial effect on the economies and industries of 
Europe, the United States, and other regions of the world. 

I would cite but one current example to indicate the difficult 
intricacies of appraisal. It will be recalled that the gradualness of 
the Common Market, the reasonably long period within which ad- 
justments might be made, was one of the early and most effective 
arguments used on behalf of the program. Using this as a basis it 
was possible to chart the probable lines of development and project 
what the consequences might be. Now, however, consideration is 
being given to accelerating the timetable. But this would not merely 
mean bringing forward any forecasts to an earlier order of dates. 
Actually, it would mean reassessing the entire situation in terms of 
a new set of facts and conditions. 

Insofar as American industry is concerned, there are four basic 
questions which every potentially affected industry and company 
must keep constantly in mind. 

First, what effect will the rising tide of demand in Western Europe 
incident to the expansion of the economy and higher real income have 
on the market for particular products? 

Secondly, what effect will the new tariff and trading structure 
have on competitive positions; that is, to what extent will there be 
displacement due to the preferred position of producers within the 
market ? 

Thirdly, what will be the competitive impact of European industry 
in overseas markets vis-a-vis local producers as well as industrial 
exporters in other countries? 

Finally, what will be the competitive impact in the United States 
itself ? 

To a considerable extent the answers to all these questions will 
depend ultimately on the actual and relative rate of growth achieved 
and on whether a narrow, inward, restrictive policy is pursued. Thus, 
it is conceivable the aggregate effect on our exports will be slight if 
the new import demands being created do in fact keep pace, or better 
yet, run ahead of those that are contracting or being dliverted. But 
this might very well mean that the composition of our export trade 
with Europe will change materially. Even so, it has been observed 
that if our productive superiority in agriculture is to be expressed 
the Common Market countries will have to take a more liberal attitude 
in the future toward agricultural imports from the United States. 

At the same time, it is obvious that should production in Europe 
expand at a faster rate than necessary to sustain the population growth 
and meet the capital requirements of an expanding economy, there 
will be an even stronger pressure than now exists to export. Al- 
though with the accent on mass consumption, Europe’s own internal 
markets will be absorbing a large part of the rising output, competitive 
capacity in foreign markets will be strengthened as wider opportuni- 
ties are opened for the more efficient firms. 
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Considerable attention has been focused on the purported rush of 
American firms to get within the Common Market. Unquestionably, 
its establishment, the substantial publicity given to it and the extensive 
claims made for it, have stimulated the flow of American industrial 
investment to the area. But as an isolated influence it can be and 
probably has been exaggerated. Thus, it might be pointed out that— 

First, American industry has long had an active and substantial 
investment stake in Europe, which has been steadily increasing 

Secondly, in the immediate postwar period American indckry was 
virtually forced to invest in E urope to assure access to that important 
market, since the highly restrictive system of import controls and 
preferential quotas ruled out any other alternative; and 

Thirdly, most recently a resurgent and prosperous European econ- 
omy has asa whole offered highly attractive opportunities. 

American firms already established there have responded as they 
would in this country and have expanded their facilities to meet the 
yrowing demand. Success has been an incentive of itself, awakening 
interest on the part of other American firms. 

Thus the Common Market is only one—although the newest—among 
a number of factors behind the current flow of investment to Europe. 

Moreover, a considerable portion of the new investment is actually 
being financed from local resources, while in other instances it is tak- 
ing the form of lic ensing arrangements rather than operating facili- 
ties. This trend is likely to continue, but even in the absence of any 
nationalistically inspired restrictions against the influx of American 
capital it is doubtful whether the actual annual outflow from the 
United States will rise much beyond the present level. Nevertheless, 
it is clearly evident that American industrial and related enterprises 
fully intend to participate in the expansion of Western Europe. 

To sum up: First, there can be little question but that the movement 
toward economic integration of Western Europe, or at least of a sub- 
stantial segment thereof, has passed the point of no return. 

The Common Market is firmly eatablished. The Rome treaty and 
its implications have now been accepted within the area covered, even 
by those who were initially most inclined to resist it. 

Secondly, it is equally apparent that those outside the new economic 
federation must accept the fact that it is inherently discriminatory 
in its structure. In a sense, however, the term “discriminatory” here 
is an inaccurate designation in that the creation of the Common Mar- 
ket, or the Free Trade Association by itself, establishes a new set of 
relationships in which the respective position of those outside and 
those inside is altered. 

It has been suggested that the term “tariff differentiation” might 
be substituted for “discrimination.” 

Thirdly, from the standpoint of American industry the strengthen- 
ing of the E uropean economy can and undoubtedly must heighten 
competition and loss of markets for particular products, both within 
the EEC and EFTA areas and elsewhere, but it can also mean en- 
larged opportunities for profitable capital investment and the develop- 
ment of new or greater export markets for other goods and services. 


Faced with these rapidly changing conditions ‘and challenges, both 
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short run, however, the immediate problem is to exert every effort 
to insure that the multilateral character of world trade is not over- 
looked in the correct preoccupation with coordinated regional advance- 
ment; that the U.S. firms are not placed at a disadvantage in world 
markets ; and that unremitting pressure is maintained to have the 
barriers and restrictions which they face eliminated or reduced. 

In terms of the new Common Market in Europe this means that 
the United States in cooperation with other countries must seek the 
rapid lowering of the common external tariff, the avoidance of inju- 
rious nullifying action in the individual countries, and the continued 
extension of fair and equitable treatment to American firms and their 
subsidiaries or branches operating within the Common Market area. 
In sum, it means a basic change in our outlook with respect to Western 
Europe. 

Senator Monroney. Thank you very much, Mr. Heatherington, 
particularly for your attention to the problems we face in the Com- 
mon Market and also in the free trade are: 

The treaty calls for progressive elimination within the Common 
Market of trade barriers and tariffs between the six, a common exter- 
nal tariff, and a joint economic policy. 

So far only a 10-percent reduction in tariffs between the six has 
taken place. The Hallstein plan proposes a further 20-percent tax 
on intratrade tariffs by July 1, 1960, coupled with a 20-percent reduc- 
tion in the general external tariff level. 

Would you care to comment on the Hallstein plan ? 

Mr. Heatnertneron. From what angle? 

Senator Monroney. First, you do not see too much adverse effect 
on the internal tariff adjustment between the six; do you ? 

Mr. Heatruertneton. No. 

Senator Monroney. It is in the external tariffs? 

Mr. HeEArHerineTon. Yes. 

Senator Monroney. And whether they go to the lowest common 
denominator or the highest common denominator as an acceptability 
in their general tariff structure, that is what worries us; is that not 
true / 

Mr. Hearuertneton. Yes. I would say on the so-called Hallstein 
proposal, the speedup proposal, the advantage of it, at least from the 
U.S. viewpoint, is that it gives us immediate yev verage to obtain certain 

tariff reduction on the external tariff. That is the reason I assume 
the United States is giving it the support it is supposed to have been 
giving it, accor ding to the papers. 

On the disadvantage side, it is moving the thing far ahead of sched- 
ule. It means that anyone who has made his plans i in terms of the 
schedule that was first published is going to have to readapt to that. 
We are going to be immediately faced with an increase in the prefer- 
ential position of the companies who are already within and the only 
thing we are going to get out is eventual reduction in the external, 
when it is established. 

Senator Monroney. Now, I keep hearing and reading in the Euro- 
pean papers that the shape of their external tariff will probably more 
resemble the French tariffs than it will the German tariffs, for 
example. Doesthat comport with your idea‘ 

Mr. Hearuertneton. Well, the ‘only pr el that I have seen to 
figure it out, to show the incidence, is one that has been done pre- 
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sumably within the Common Market Commission itself which tends 
to show that it will be a lower tariff than exists in, say, the United 
Kingdom; that the overall external incidence will be lower than the 
present U nited Kingdom tariff, for example. 

Senator Monroney. I have a list compiled by the staff which shows 
that our export and import balance was pretty good between these six 
in 1959. We exported $2,395 million and we imported $2,402 milion, 
which is about as desirable and well balanced as you can get. 

But, my reading of newspapers—and I grant you I haven’t made a 
careful study—is that the West German tariffs will be brought up 
tremendously and that the French tariffs will more or less prevail. I 
um just wondering since our list of exports shows that France is the 
lowest on the list of ex ports, with only $339—from us—with only $339 
million, and West Germany is the highest with $749 million. 

Now, this would indicate to me that. the high French tariff has re- 
stricted trade; that the low West German tariff has encouraged trade. 

Therefore, if the composition of this area more nearly resembles the 
high French tariff than it does the Western German tariff, we will 
expect normally then a diminishing of our exports to this whole 
Common Market area, will we not é 

Mr, Hearuertncton. Let me say three things on that. 

First, on the effect of the tariff in the past, Germany has virtually 
liberalized all of its imports from the United States. France has not. 
So insofar as measuring the amount that is going into the two coun- 
tries—the imports of the United States in the past couple of years— 
the Germans have liberalized insofar as quantitative restrictions are 
concerned. France and Italy have done much less. 

Secondly, the lowering of the tariff in the French case, the external 
tariff level, will be lowering the French to the Italian rates so we will 
be in a better position than we were before as far as the tariff level 
goes, but in my opinion that is not the important aspect as far as 
competition is concerned. The important thing there is that we will 
be facing German competition in the French market or in the Italian 
market, which we have not faced before, because they have been going 
in on the same tariff rate that we have been going in on. Now they go 
in at much less and eventually going in at a free rate. 

So that it is this preferential margin that is going to kill us and 
not the actual height of the tariff itself. In other words, if you had a 
20-percent preferential, or a 10-percent, you still have a preferential 
position in it. They are going in free, and we are going in with a 
10-percent rate. 

The third thing on it is that presumably there will be negotiations 
to bring down the level of the external rates still further. 

Senator Monronry. They propose, I think, a 20-percent reduction 
in the general external tariff rate, but if you should raise it for the 
six, if you should raise it, say 50 percent to the level, whatever the level 
of the French tariffs are and adopt that, if you reduce that increase by 
20 percent, you will still have a discriminatory tariff against our 
products in the market, partic ularly on those that had a very low rate. 

Mr. Heatnuerineton. That is right. But I don’t think you can 
say it raises it to the French level in that sense because that would 
imply that the French level is going to—that the level is going to 
remain the same there. Theirs are arithmetic: ally averaged with the 
three low tariffs of the Benelux countries plus Germany, which is a 
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medium, so that you have Italy and France which are the only two 
of the high tariffs, so presumably you will get a leveling down there. 
So it will be less than the French’ level. 

Senator Monroney. Would it be your guess then—and it would have 
to be a guess because I don’t think that these rates are published yet 
and particularly the 20-percent overall general external tariff—th: at 
the $2,395 million in export business we did with the Six would face 
greater or less tariffs in the coming years? 

Mr. Heatuertncron. They will be greater. 

Senator Monronry. In other words, there will be an added penalty 
to our export business in the formation of the Six. 

Mr. Hearnertneron. That is right. In terms of the preferential 
position they will face increased competition, there is no question. 

Senator Monroney. And also the opening up on the free trade basis 
within the Six of the internal trade which will give those markets a 
further advantage to the members of their Common Market. 

Mr. Heatnertneron, Yes. 

Senator Monroney. So, on balance it would look like we would face 
a very severe competition in an area where we have a very large volume 
of our very satisfactory foreign trade. 

Mr. Heatuertneron. That is right. 

Senator Monronry. Now, on the Outer Seven, what will be the effect 
of their agreement on us? I am still vague on the effect of that. 

Mr. Hearnuerineron. There our position is a little better in this 
respect. We have to face only the preferential competition. The best 
way or perhaps the simplest way is to give a case in point. If we are 
now selling into Sweden against British competition, for example, we 
will not run up against—a 10-percent tariff, let us say—we will not 
face suddenly a 15- or 20-percent tariff against us. We will still have 
a 10-percent tariff. The British will eventually go into the market 
on a free basis, so that we will face just the preferential and not a rais- 
ing of the bars against us. 

Senator Monroney. In other words, we face a double pressure with 
the Common Market or Six, both internal preferences and external 
increases. With the Outer Seven we will face only the one which will 
be internal preferences but no increase externally. That will be the 
net result / 

Mr. Hearuertneton. Yes, but if I may go back on that point though, 
we will face on the Common Market increases only into those markets 
where we formerly were privileged, so to speak, or had a good posi- 
tion because of a low rate—let’s say the Netherlands. On the other 
hand, the lowering of the French rate, the lowering of the Italian, 
presumably in some cases might sass us in a little more competitive 
position. That is at least the argument. 

The only thing in that is, I don’t think we are going to be able 
to take very much advantage of that. I think we are going to be hit 
on the ones that are going up. 

Senator Monronry. On those two that you mentioned, particularly 
France, we have not enjoyed very much export trade with them. 

Mr. Hearuertneton. That is right. 

Senator Monronrey. Italy is about third on the list, and the two 
you mentioned as having the lowest barriers, both West Germany and 
the Netherlands, represent our highest market. 
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Mr. Heatuertneton. That is right. 

Senator Monroney. So, therefore, we are apt to find a rather severe 
repercussion when this gets operative, with the Six; is that not cor- 
rect ? 

Mr. Heatuerineton. That iscorrect. Wecould. 

Senator Monroney. Plus the fact also, as you say, we also have 
the internal preference that will go to these others, the list of which 
exports I do not have at the present time, which would be more favor- 
able to the joint members of the Outer Seven, vis-a-vis U.S. exports. 

Mr. Heatuerrneton. Right. 

Senator Monroney. Well, we will not readjust our tariffs, there is 
no proposal to readjust our tariffs on a reciprocal basis where these 
will lead to more handicaps in merchandising 

Mr. HeatHerineton. I am afraid I don’t follow you. 

Senator Monroney. Well, we call it reciprocal trade, but usually 
the reciprocity runs one way and that is lowering tariffs. If these 
tariffs are raised against us, particularly in the external tariffs beyond 
that border, would we have any right to go in and figure out on a 
reciprocal basis that these have been raised to our general average to 
this area, above what they once were, and likewise raise our tariffs? 

Mr. Hearuertneron. Well, as I understand it, that is one of the 
purposes of the GATT negotiations this fall, which is to go over the 
list of items that have been raised that previously were bound under 
the existing tariff agreements that existed between the United States 
and those countries, and that there will be quid pro quo established. 

In other words, where it is being raised against us, they will give 
us something in return for doing that. 

Senator Monroney. Do you have any idea of what the rate over 
the years, since World War II ended, of our American private in- 
vestment abroad has been? Is there any source of investment that 
we could get to show how this is run, annually ¢ 

Mr. Hearuertneron. Yes. There are two sources—main sources. 
One is, of course, the annual balance-of-payments statement which 
shows the actual dollar outflow. 

Senator Monroney. By countries? 

Mr. Hearuertncron. No, by major areas. Then you have it shown 
again—the Department of Commerce does an annual study which ap- 
pears usually in August or September which shows by country the 
change from the previous year, which includes not only the dollar 
outflow from here, but the reinvested earnings, the shifts and changes 
that move the whole total upward, and that is divided into the various 
types of industries and so on. That is fairly comprehensive. 

‘he third source for the information, of course, is the current census 
that has been conducted by the Department of Commerce on invest- 
ments worldwide. They did one before which was an exceptionally 
good one which we had urged be done, on Latin America, to show the 
amount of production turned out by American-owned plants in that 
area and the amount of employment provided, the amount of taxes, 
and soon. 

That was an extremely valuable document. 

The one that they are doing now, that I understand they expect. to 
have published sometime during this year, is on a worldwide. basis 
and, as I understand it, it will be comparable to the one they did on 
Latin America. 
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Senator Monroney. Is there to be a continuing review of the ex- 
clusionary restrictions of France and others when they go into the 
Common Market? Will each country have its own import quotas 
and restrictions on currency payments and things of that kind? 

Mr. Hearnertneron. On the exchange, that is supposed to be 
unified—governed by uniform rules within the community. The com- 
mercial policy, as you mentioned earlier, is one of the provisions where 
they are supposed to follow unified commercial policies, certainly in 
negotiation, and as I understand the negotiations with GATT this 
time will be conducted with the Common Market as a unit, and on 
the external tariff. So that you will have a unifying influence all 
along the line over a period, but not immediately. 

Senator Monroney. As I understand it, France still has a con- 
siderable number of built-in quotas and different things of that kind 
which most of the other members do not have. 

When the Common Market becomes operative will France then ask 
these other countries to join here in quotas and restrictions, aside from 
the tariff, or will they wipe out and take the five that have practically 
no restrictions on American imports ? 

Mr. Heatuertnetron. Well, there is apparently already—if we are 
to believe some of the discussions that have gone on—there is appar- 
ently already some pressure both ways, but, so far, apparently the 
pressure on the liberalizing side has been greater than the pressure to 
oppose. 

As I mentioned in my statement, one of the problems is the putting 
in of certain nullifying domestic excise taxes. For example, putting 
in a domestic excise tax the minute you remove the tariff as a result 
you get a complete nullification of the change that was made. 

Senator Monroney. That could possibly act then almost as a tariff 
would? 

Mr. Heatuertneron. That is right. 

Senator Monronery. Thank you very much, Mr. Heatherington, for 
your very informative statement. 

The committee will stand in recess until 2 o’clock this afternoon, at 
which time we will hear Mr. Emile Benoit, associate professor of in- 
ternational business, Columbia University, and Mr. Charles Taft, 
Committee for a National Trade Policy, Washington, D.C. 

The committee will stand in recess until 2 o’clock. 

(Whereupon, at 12:40 p.m., the committee was recessed, to reconvene 
at. 2 p.m., the same day.) 


AFTERNOON SESSION 


Senator Harrkn (presiding). The committee will come to order. 
Our next witness will be Mr. Emile Benoit, associate professor of 
international business, Columbia University, New York, N.Y. 


STATEMENT OF EMILE BENOIT, ASSOCIATE PROFESSOR OF INTER- 
NATIONAL BUSINESS, COLUMBIA UNIVERSITY, NEW YORK, N.Y. 


Mr. Benorr. I am greatly honored to be here. I will try to con- 
tribute what I can by way ‘of background to this enormous subject. 
In view of the brief time available I am touching on only a few of the 
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highlights. I am Prof. Emile Benoit, of the Columbia University 
Graduate School of Business. I am greatly honored by this invita- 
tion to appear before you, and to contribute what I can by way of 
background to your weighty deliberations. I have long had a speci ial 
interest in European problems, having served there asa “Foreign Serv- 
ice Reserve officer from 1948-53. I have been studying since 1957 the 
problems of European integration and its effects on U.S. business. I 
understand you would like me to discuss today the U.S. interest in 
European integration. 

In the brief time available I can touch on only a few of the high- 
lights. More extended treatments will be found in articles of mine 
‘ urrently appearing in E xport Trade, and in the record of the Associa- 
tion of the Bar of ‘the City of New York. A full- length discussion 
will be available in a book to be published next winter by the Co- 
jumbia University Press. 

It appears that U.S. policy after a period of some uncertainty has 
finally reverted to full support of the Common Market, and its accel- 
erated implementation. This was indicated in the President's assur- 
ances in recent conversations with Adenauer, and more explicitly, in 
Assistant Secretary Dillon’s letter to the Foreign Minister of the 
Netherlands, Dr. Joseph M. A. N. Luns, as repeated i in the New York 
Times of May 1. Mr. Dillon is understood not only to have sup- 
ported the program of acceleration, but to have expressed doubt that 
renewed negotiation for a merger of the Six and the Seven would 
offer much hope of success. 

I believe that the reported U.S. position on this is a sound one. 
Unlike most American observers I have never believed that a Europe- 
wide free trade area, as promoted by the British, would or should 
come to pass—and I had the temer ity to say so publicly and in print 

‘s early as 1957 and 1958. I only regret that U.S. policy has in the 
last few months appeared to waiver in this matter, and thereby to 
have given false hope to our British friends, and to the other Outer 
Seven countries which have chosen to stay outside the European Com- 
mon Market, and which fear its effects on their exports. 

Having said this, I must add that I consider the fears of the outer 
seven not entirely unreasonable, and believe there is a real need for 
some formula of accommodation which would cushion any unfavor- 
able impact of the Common Market on its neighbors—and indeed on 
other outside countries, including the United States. Later I will 
indicate the sort of formula which I hope might serve this purpose. 

To return to the U.S. interest in these matters, it is clear that both 
political and economic considerations are involved. In my view, and 
I suspect also in the view of the State Department, the politic al con- 
siderations are the overriding ones. I consider European integration 
as the first step in a European renaissance, which, if Europe is viewed 
primarily as-an ally rather than asa rival, will be of great benefit to us. 
Whether or not integration is finally crowned by some form of politi- 

al federation, it offers immediate and great potentialities for economic 
growth, and for a drawing together of the peoples associated in the 
Common Market. 

This is not just a matter of a rapprochement between France and 
Germany. Italy and Benelux combined have a national ‘ncome and 
industrial output of roughly the same order as France and Germany, 
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and a population larger than either. There is a great gain in having 
their unwavering, loyal, and active support for the principle of Eu- 
ropean unity. Turkey and Greece have now applied for associate 
membership in the C ommunity, and Tunisia has been likewise inter- 
ested. <A large part of Africa is also associated with the Community, 
on special terms; this has a large potential significance for the great 
problem of world economic dev elopment. 

On the other side, a good deal has been said about the political dan- 
vers of the quarrels between the Six and Seven and the split within 
Europe and within NATO that might result. These dangers have, 
I think, been somewhat exaggerated in much of the popular comment 
in recent months. Countries like Britain, Sweden, and Switzerland 
are not excessively emotional: they are composed of mature, hard- 
headed, sensible people. They are not going to “cut off their noses to 
spite their faces” just because they are annoyed, even justifiably an- 
noyed. Actually, they don’t have any really serious grievance. The 
measures taken by the EEC are only those accepted by the GATT and 
announced in the Rome treaty. The worst that can be said against 
the EEC in the negotiations is that it initially held out false hopes of 
a Europe-wide free trade area, which it later withdrew. There may 
have been a certain amount of disingenuousness in these negotiations, 
but it is only fair to add that the full potential difficulties of a free 
trade area only became clear to the EEC itself during the course of 
the negotiation discussion, and that the free trade area proponents 
on their side, started with a rather one-sided set of proposals, and, 
although they occasionally hinted at major concessions, in the end 
offered none. 

There is one broader political implication that at least deserves 
mention, though it is admittedly somewhat speculative. The Euro- 
pean Community is pioneering and testing out a new kind of associa- 
tion between nations which lies somewhere between a true federation, 
and a mere alliance. It may be that some such novel formula could 
prove of great benefit to the free world which, facing the gravest kind 
of potential threats from the outside, stands in great needs of fresh 
ideas and new formulas of cooperation. Basically what the “com- 
munity” idea offers is a way of achieving a closer working relation- 
ship and a gradual strengthening of unity without sacrificing formal 
political autonomy, cultural diversity, or national identification. 

Turning now to the economic aspects we must consider not only the 
effects of the EEC on its European neighbors, but also on its non- 
European trade partners, including ourselves. 

The basic complaint of the Seven is that the Six extend to each 
other tariff concessions which they will not share with the Seven. 
This they consider discriminatory. The Six reply that members of a 
customs union must, in the nature of the case, extend exclusive tariff 
preferences to each other, and that this is in accord with GATT reg- 
ulations and not truly discriminatory. They consider that to extend 
like tariff concessions to other European countries outside EEC but 
not, e. g., to the United States would be to dis seriminate against the 
United States. They are willing to cut tariffs reciprocally for every- 
body—and will probably go as far in this direction as any of the other 
major trading areas—but ‘they are not willing to discriminate against 
the United States, and other non- Europeans, i in favor of thetr Euro- 
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pean neighbors, which refuse to jein them in the movement for 
European integration. 

They now question both the value and the viability of a mere free 
trade area such as the Outer Seven have been proposing. They point 
out that mutual tariff concessions within EEC are conditional on the 
assumption by members of difficult and important obligations: to 
establish a common external tariff, to avoid creating offsetting new 
public or private barriers to internal trade; to remove internal bar- 
riers to the flow of capital and labor; to contribute to common invest- 
ment and welfare funds (including some for underdeveloped countries 
associated with the Community) ; to harmonize economic and social 
policies and to explore the possibilities of a closer political association. 

Without such mutual commitments they believe the willingness to 
eliminate tariffs will be weakened or undermined. For example, less- 
developed areas and countries will hesitate to expose themselves to 
the new competition from imports; countries pursuing divergent eco- 
nomic policies will face balance-of-payments difficulties which may 
force them to suspend or withdraw scheduled quota liberalizations; 
and the lack of a common external tariff would raise great technical 
difficulties in avoiding serious trade displacement. 

While these objections are sometimes treated as if they were mere 
rationalizations, they do seem to have a considerable amount of 
validity. Of course if the new Free Trade Association of the Outer 
Seven could actually survive and work well over an extended period, 
this would show that such fears were greatly exaggerated. However, 
there is now considerable skepticism on the part of close business 
observers that the FTA will actually survive in the absence of a 
merger. 

The EEC has also been subject to considerable criticism based, I 
feel, almost entirely on misunderstanding or misinformation, with re- 
spect to the common external tariff, which has been accused of being 
overly protectionistic. 

Actually, the rapid reduction of internal tariffs, which is the essen- 
tial dynamic of the Common Market, will expose its industry to 
sufficient competition to make it relatively easy to reduce external 
barriers, also, on a reciprocal basis. 

I should add that some of the testimony this morning, some of 
the questions raised indicate that there is a quite general lack of under- 
standing of this feature that I am about to discuss now. 

As GATT has repeatedly been reassured, EEC external tariffs will 
be no higher than the average tariffs of its members in 1957. Indeed, 
they now seem certain to be substantially lower. On the basis of 
preliminary calculations, it appears that the method of unweighted 
arithmetic averaging used for the setting of EEC external tariffs will 
result. in a common external average tariff about a fifth below a 
weighted average of the separate national tariffs. As a result of 
the fact that only Benelux in the Community will substantially 
increase its average tariff rates (above the January 1957 reference 
base), and that France and Italy, with much larger populations and 
total imports, will be sharply reducing theirs, the average European 
producer will receive a substantially lower degree of protection as a 
result of the Common Market. Since Germany unilaterally cut many 
tariffs by 25 percent in August 1957, its present tariffs are below the 
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reference rates and will have to be raised slightly to reach the com- 
mon EEC outer tariff. This will entail some quite sharp increases 
in tariff rates on particular industrial tariff items. And it will entail 
a slight upward movement of the German tariff, but on the basis of 
the January 1 rates there will be very little average movement of 
German rates, and they will be slightly downward. 

Moreover, the treaty envisages further negotiated cuts in the ex- 
ternal common tariff on a rec iprocal basis. The uropean Commis- 
sion has welcomed the Dillon proposal for negotiations on a 20 percent 
reciprocal reduction in duties in the forthcoming GATT meetings. 
Indeed, the present intention is to extend such cuts on a unilateral 
basis in advance, in anticipation of reciprocity. There is every indi- 
cation that the EEC will be willing to negotiate any further addi- 
tional mutual concessions to which the United States and the United 
Kingdom will also agree. 

Turning now to the direct effect on U.S. trade, it seems clear that 
our recent balance-of-payments difficulties cannot be blamed to any 
significant extent on measures of European integration taken so far. 
In part, the problem seems to be one of inadequate gold reserves to 
support the rapidly expanding free world trade and the consequent 
need to rely on U.S. dollars, supplied by U.S. payments deficits, to 
supple ment these reserves. Solution of this part of the problem may 
require action along the sort of line suggested by Prof. Robert Triffin. 
As for the deterioration in our trade balance, this has been more’ até 
tributable to a rise in imports than toa decline in exports, and the 
export losses have occurred at a time when striking progress was being 
made in Europe in removing quantitative and ee restrictions 
on dollar imports, and when tariffs applied to U. S. imports have been 
shightly falling, not rising, and when no signific ant tariff preference 
for intra-EEC trade has yet been established. 

The real causes of the recent deterioration in our trade balance ap- 
parently go much deeper. While economists still disagree consider- 
ably on how much of what has happened can be explained by special 
and transitional or accidental factors (such as the high concentration 
of U.S. exports in the recession-vulnerable Canadian and Latin Ameri- 
can markets, the U.S. steel strike, the design and merchandising 
mistakes of the U.S. auto industry, the sudden vogue for imports 
in some U.S. consumer circles, etc.). My own research suggests that 
there has also been a substantial decline in the competitiveness of 
U.S. manufacturers. This is not only, and perhaps not mainly, a 
matter of changes in relative prices; it also involves a narrowing in 
the U.S. margin of qualitative superiority, and greatly increased 

capacity of European industry to supply export markets. 

Senator Harrke. Let me interrupt you at that point. Assuming 
your basic reasoning is correct as to this matter of competition, is this 
the fault of the United States and its producers primarily ¢ 

Mr. Benorr. I think that is a very complex question. There isn’t 
really a simple answer. As I will indicate in a moment, I think the 
chief single factor is the slower growth of productivity in the United 
States in the last few years than in Europe, and this reflects 2 number 
of domestic policies as well as anything else. 

Availability of supply is an important competitive point. For a 
number of years after the war the United States was virtually the 
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only dependable large-scale supplier for many items in international 
trade. It is notable that European exports to the United States have 
expanded roughly in line with the rise in European production. Only 
after urgent home requirements were met, could European producers 
afford to commit a large enough volume of exports to the United 
States and other foreign markets to justify the expense of a major 
sales effort and proper servicing and replacements. 

In the matter of quality, it is apparent that Europe has benefited 

greater from U.S. licensing agreements, from the activities of U.S. 
local subsidiaries, and from the new postwar European emphasis on 
research and development. In the technically less advanced products, 
like typewriters or standard machine tools, or autos, European pro- 
ducers have therefore greatly narrowed the quality gap. This is 
particularly so, if we include in our notion of quality competition 
such features as style, variety, credit terms, product servicing, and 
intelligent and helpful salesmanship which is willing to consider the 
particul: ar needs of the purchaser and how a given product might best 
serve those needs. 

While this is a touchy subject, I must add that the data which I 
have been assembling suggest. very..strongly that ners has also been 
a substantial and signific: ant deterioration in U. . prices in the last 
few years, compared to those of our European cieaniiiees, partic- 
ularly in EEC. Thus between 1953 and 1958 U.S. export prices of 
manufacturers rose 13 percent, compared to 3 percent or less in EEC. 
And on most. basic materials European wholesale prices improved 
relative to ours. I attribute this chiefly to the much slower growth of 
U.S. productivity in these years: compared to a rise in industrial 
output per man-hour of 33-40 percent in France, Italy, and Germany, 
the increase in the United States was probably under 10 percent. 

Our new competitive situation, and the precarious state of our 
balance of payments, must make us more concerned henceforth wih 
the possible adverse effects on our exports of EEC tariff differenti- 
ation, which will inevitably displace some of our European exports. 
To measure the extent. of this potential displacement is extraordinar- 
ily difficult. Rough computations suggest that the amount of U.S 
exports that may ‘be shut out of EEC by tariff changes would not 
exceed a quarter of a billion dollars, that the EFTA might shut out 
an additional $150 million, provided it entered into no special ar- 
rangement with EEC, and that a merger of the two blocs might ap- 
promunately double the displacement effect. These numbers eal 
9 taken as no more than educated guesses. This is extremely diffi- 
cult to compute. With respect to a “number of commodities the two 
blocs together are self-sufficient, whereas the United States could sell 
to one of the blocs if they remained s separate. In case of a merger, 
the United States would be selling, at a tariff handicap, in simul- 
taneous competition with all leading European producers in almost 
all European markets. 

The United States exports diverted from particular European 
markets would not necessarily be lost, of course. This point is fre- 
quently overlooked. Thus, assuming full employment and near ca- 
pacity operation, German exports diverted to France by tariff ad- 
vantages will fail to go to, for e: ample, Brazil or Cans ada, leaving 
an alternative market for the U.S. exports that formerly went to 
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France. A two-bloc situation in Europe would leave open more 
chances for the United States to exploit export opportunities resulting 
from intra-Kuropean trade diversion. 

Moreover some offsetting expansion of U.S. exports to Europe in 
certain categories must also be anticipated. On the basis of historical 
experience, we may assume that a large expansion of EEC income and 
consumption would lead toa substantial, if not wholly proportional in- 
crease in EEC imports. How much ‘of this expanded market the 
United States could capture would depend mainly on the relative com- 
petitiveness of U.S. exports, but also on the degree of protectiveness 
of EEC agricultural policy—which remains unsettled—and the ex- 
tent to which overseas territories associated with the EEC and with 
preferential access to its markets expand their supply of agriculaural 
products and industrial raw materials. 

With rising prosperity and strengthened monetary reserves Europe 
presumably ‘will—and ‘certainly should—promptly remove the re- 
maining quantitative restrictions on dollar mdustrial imports—which 
now promote primarily protectionist rather than balance-of-payments 
objectives. While the immediate benefit to U.S. exports is likely to 
prove disappointing, important new potential market opportunities 
are likely to be uncovered, some of them of an unexpected sort. We 
have too often assumed unquestioningly that the U.S. comparative ad- 

vantage lay always in machinery, transportation equipment, and so 
forth. Actually, the recent removal of German dollar restrictions 
promoted a considerable boom in canned goods and other food special- 
ties. I suspect that in time a most exciting export market will 
develop for U.S. mass-production clothing. It would not surprise me 
either to see the United States become a leading exporter of inex- 
pensive table wines and brandies as well as whisky, frozen gourmet 
dinners, high-quality cheeses, and many other similar items, as well 
as of basic agricultural staples, and the products of research-intensive 
industries—such as automation, computation, and nuclear equipment. 

Even if, as I expect, there are temporary export losses, these seem 
likely to be more than compensated by the higher earnings on our 
European investments. Already, in 1958, earning on U.S. direct in- 
vestments in manufacturing in EEC countries av eraged 16.7 percent— 
after foreign taxes, most of which are deductible, however—as com- 
pared with 9.6 percent in Canada and 5.8 percent in Latin America 
and a depressed level of earnings in the United States. According 
to a 1959 McGraw-Hill capital-investment survey, U.S. companies 
planed to expand their rate of investment in E uropean manufactur- 
ing by 75 percent between 1958 and 1960. Total earnings on U.S. 
direct investments in Europe already total over half a billion dollars 
a year, not including substantial royalty payments by European com- 
panies under licensing agreements to U.S. companies. This sum is 
larger than the maximum likely loss in profits that may be borne by 
US. exporters as a result of trade diversion—especially bearing in 
mind that most exports diverted from European markets will, if they 
are competitive, find alternative markets. It should be noted, inci- 
dentally, that part of the declines in U.S. exports directly reflect in- 
creased competition by U.S. overseas subsidiaries. 

I understand your committee is specially concerned to evaluate the 
benefits of U.S. direct foreign investment to our domestic economy. 
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Some critics have alleged that the benefits are confined solely to the 
investors, and that no corresponding benefit is obtained by U.S. 
workers or the general economy. I would like to register my dissent, 
although space is lacking for a detailed discussion of the issues. 
Aside from the direct stimulus to capital exports which such invest- 
ments often provide, or the stimulus to dollar import liberalization 
which they encourage—through the strengthening of foreign re- 
serves—such investments create, in time, a long-term inflow of divi- 
dends to the United States which helps to finance imports of raw 
materials and items which the U.S. economy could produce only at a 
comparative disadvantage, thereby permitting the shift of more U.S. 
resources to items of comparative advantage and facilitating U.S. 
productivity increases. Import of these low-cost materials may help 
tomake U.S. exports of manufactures more competitive. Nor must we 
overlook the fact that such inflows of dividends from foreign subsidi- 
aries and the profits from foreign branches of U.S. companies in- 
crease U.S. tax revenues to the extent not offset by foreign tax credits. 

Would the retention of this capital at home by restrictions on 
capital export have increased opportunity for domestic employment ? 
I believe not. Ever since 1955, U.S. manufacturing has been operating 
at between 78 and 86 percent of capacity, in contrast with the 94 
percent’ at which it would prefer to operate, according to the 13th 
annual McGraw-Hill “Survey of Business Plans for New Plant and 
Equipment (April 27, 1960).” Investing in more new plant might 
merely have idled more old plant. The sudden rise in the outflow 
of U.S. direct investment in 1956 and 1957 coincided with budget sur- 
pluses which restricted home demand. 

In summary, EEC will probably force upon us some moderate if 
temporary trade readjustments. These would be really painful only 
if, for other reasons, our trade position was already slipping anyhow. 
Our major danger in international trade threatens to arise not from 
intra-European tariff preferences but from a decline in our own com- 
petitive position, associated with rising price trends, lethargic pro- 
ductivity trends, and a general lack of imagination and push in export 
marketing. Such difficulties must be faced and met in our own domes- 
tic policies. The trade displacements faced by the EEC’s European 
trading partners are, however, more serious, because they depend 
so much more heavily than we do on these markets. While geographic 
location, linguistic connections, and established trade connections will 
soften the impact of tariff preferences, the threat of substantial and 
painful trade diversion remains. In my view there is, therefore, a 
serious need for a special formula of accommodation which could 
limit the strains which the European Community could impose on 
its trading partners in Europe and elsewhere. 

In closing, I should like to talk about a formula which I have been 
working on to make possible an easier adjustment for the Seven and 
the Six, and also to provide a kind of measure of protection—mini- 
mum protection for our own exports. 

This formula which I have had an opportunity to discuss infor- 
mally with certain of the leading officials of the European Commis- 
sion, is based on the idea that a customs union ought not to cause any 
positive injury to outside countries, even though it seeks to preserve 
for its own members a major share of the positive benefits from the 
additional growth which its own formation makes possible. 
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This principle could be implemented by an amendment to the 
GATT which would impose a new obligation on customs unions, 
as a sort of payment for the privilege of resorting to tariff differen- 
tiation. This obligation would be to extend special offsetting tariff 
concessions to any outside country (or tariff area) that could dem- 
onstrate before a special GATT tribunal that it had suffered “positive 
injury” in the sense that its total exports to the customs union had 
declined as a result of the tariff differentiation. Such concessions 
should aim to restore the complainant country’s overall exports to 
EEC to the full extent of losses arising from the tariff changes, and 
would logically be confined to the complainant country, and thus not 
be subject to most-favored-nation treatment: they would be some- 
what analogous to the special concessions made by the United States 
after tariff concessions to a GATT partner have been withdrawn in 
escape clause actions. 

As an example, the EEC would in future extend to the United 
Kingdom special tariff reductions if it could demonstrate to the 
GATT that its exports to EEC overall had declined to below the 
1958 or other reference year level, and that the tariff changes inci- 
dental to the formation of EEC were to any significant degree re- 
sponsible. Clearly such a claim could not be sustained if the noted 
decline in United Kingdom exports were a part of a worldwide trade 
recession, or a reflection of a decline in United Kingdom export 
competitiveness—as manifested possibly by a decline in the United 
Kingdom’s share of EEC imports, or a realtive rise in United King- 
dom’s export prices, et cetera. But if the United Kingdom’s claim 
were sustained, sufficient concessions would be made to restore United 
Kingdom’s total exports to ECC to the reference year level. 

While such a formula would not relieve nonmembers of the prob- 
lems of shifting from certain exports to others, it would leave them 
with little legitimate basis for complaint. They would lose nothing 
that they already had, and nothing in the future growth of trade to 
which they were entitled by virtue of their own contribution. And 
they could not validly complain of the need to make some export 
shifts if the overall level were maintained—particularly in view of 
the enhanced opportunities for investment earnings by starting sub- 
sidiary operations within the Common Market. 

Clearly to have a GATT tribunal pass on such questions would 
impose on this agency serious additional responsibilities. Essentially 
we should be trying to apply in the international field procedures 
analogous to those or compulsory arbitration and administrative law. 
The difficulties in doing this are obvious. Yet the need exists, and 
the challenge is an exhilirating one. The lessons we might learn 
could well be applied in other fields. If nations are ever to sur- 
render the right to be the sole judges of how well they carry out 
their own commitments, this might be a handy and useful place to 
start. 

I believe that the EEC might consent to accept some such formula, 
even on a retroactive basis. It has repeatedly expressed its confi- 
dence that the stimulus to growth which integration will provide 
should lead to considerable expansion of its imports from other areas. 
It has also offered to make reasonable special adjustments—especially 
tariff quotas—in case of demonstrated hardship. The proposed for- 
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mula would merely give institutional expression to the basic intention 
of EEC to use its new powers in a reasonable and ethical way. A 
firm and explic it commitment underwritten by an international insti- 
tution like GATT should end misgivings of nonparticipants, and 

vastly improve the international atmosphere, by removing the danger 
of a trade war within the Western Alliance. 

Such a formula would also have the great incidental benefit of 
providing a minimum reassurance for our own export position. It 
would be psychologically helpful to know that the adverse effects 
on our trade position of tariff changes associated with European 
integration would be limited. It appears that even the promised 
20 percent reduction in the external common tariff of the commu- 
nity would leave average tariffs of around 11 percent on capital 
goods, and 13.5 percent on other industrial goods. That is a large 
enough margin of preference to be decisive on many highly competi- 
tive items. It hardly seems likely at this time that the United 
States will be prepared to make sufficient additional reciprocal con- 
cessions to whittle down these rates to a point where they would not 
seriously influence trade. Hence a formula such as proposed which 
would at least limit the potential damage to the U.S. exporter would 
seem to have real advantages. 

Senator Harrke. I want to think you for a very fine statement and 
for the suggestion you have as to a partial solution to some of these 
major problems. 

Is there any assurance whatsoever in your understanding of the 
Common Market arrangement which would prevent the future vested 
interests from recoiling from this position as soon as they have ac- 
quired a sufficient status in the Common Market area? 

Mr. Benorr. Yes, I think there is. The Benelux partners in the 
community have been strongly, traditionally in favor of low tariffs. 
They have exercised a moderating influence on the aspirations of the 
French and the Italians to have high tariffs. The Germans have 
generally been backing up the Benelux on this point. 

There is a real struggle of interests within the community. The 
Benelux would feel very strongly about it because they are trading 
countries basically and they require low tariffs to enable them to 
import the materials competitively so that they can export competi- 
tively. 

Senator Harrxe. What I am talking about is at some subsequent 
date after the vesting of certain interests there including any invest- 
ment that might come from the United States. If they decided to 
reverse this tendency toward lower tariffs. what would prevent it ? 

Mr. Benorr. Two things. First of all, their internal tariffs are reg- 
ulated strictly by the treat y and they are going to be eliminated. Sec- 
ond the external tariff is also regulated by the treaty. It may not be 
higher than the average of the tar riffs which they started 

Senator Harrxe. But who is this binding on except the community 
of nations ? 

Mr. Benorr. It is just as binding as any other unit which would be 
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Mr. Benorr. Yes, any member of GATT could withdraw from it, 
but this is wholly opposed to the philosophy underlying the treaty. 
This is basically a tariff reduction operation. 

Senator Harrke. I understand, an internal tariff reduction opera- 
tion primarily, though. 

Mr. Benorr. Internal primarily, but that is where the competition 
comes and where it hurts. They are going to be strong enough so they 
won't rely heavily on the internal tariff. The real worry I have about 
the Common Market is that they are going to get so much more 
efficiency by means of their internal tariff reduction that they will be 
able and willing to reduce tariffs much lower than we will ever be 
willing to. I don’t think this is going to be a problem. 

Senator Harrxe. You don’t think they may revert to selective 
tariffs ? 

Mr. Benorr. I don’t think so. If you speak with the people who 
are the real pilots of this thing and constructors of it, they are basically 
liberals. They really are. 

Senator Harrxr. Well, I don’t like to come into terminology of 
liberals in trade policy. I think I have to know what you mean, first. 
I am not being critical, I am just saying it is a question hard to define. 

Mr. Benorr. You are quite right. Now, the one area 

Senator Harrkr. Let me ask you this: Here you have this Common 
Market arrangement which basically found part of its inception at 
least in the Steel and Coal Community arrangement, is that right? 

Mr. Brnorr. That was the prototype. The model on which they 
worked. 

Senator Harrke. When the Germans were faced with this proposi- 
tion regarding American coal when pressures internally became suf- 
ficiently severe, they wiped aside their prior arrangement and agree- 
ments and contracts without so much as a thought as to overall basic 
underlying philosophy. 

Mr. Benorr. I see what you mean. I would like to comment on that. 
With respect to the future if the European community should ever get 
in another serious balance of payments situation with the dollar area 
I have no doubt that quotas might be reestablished. I think the move- 
ment recently has shown that they mean quite sincerely that if they 
don’t have a balance of payments ‘problem, they want to move in the 
direction of removing these quantitative restrictions. 

Senator Harrke. That is what I was getting at. 

Now, the vested interests over there are sufficient that in the event 
this becomes even narrowly competitive or narrowly dangerous to 
them, then what is to prevent them from moving in the direction in 
which the Coal and Steel Community moved ? 

Mr. Benorr. That is a quantitative restriction matter. That is not 
a tariff matter. 

Senator Harrxe. It is not a tariff measure, but it is involved in this 
whole matter of trade. 

Mr. Benorr. Yes, sure. 

Senator Harrke. That is right. 

Mr. Benorr. But the quantitative restrictions can be imposed and 
taken away rather quickly and they don’t have the same permanent 
structural significance as the tariffs The tariffs are not good things 
to use to adjust quickly to a temporary balance of payments situation. 
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Senator Hartke. I understand that. 

Mr. Benorr. But I do think there is a problem, if they get back into 
a serious dollar problem, we might find a reimposition of quantitative 
restrictions. 

Senator Harrxe. That is right. There could be for a short period 
of time or an extended period of time. 

Mr. Benorr. Yes. I am more worried about our balance of pay- 
ments problem than I am about Europe’s at this point. I mean, I 
think the thing is going to look the other way. We are going to be 
worried about the world having too many dollars rather than too few. 

Senator Harrxe. That is a fair deduction. But what I am getting 
back to, once these vested interests have accommodated themselves to 
this Common Market arrangement and then this situation does develop, 
where, for either a temporary extended period of time, then not only 
do you have the complications of the tariff arrangements, but also the 
quota impositions, do you not ? 

Mr. Benorr. I would like to emphasize my point. Perhaps I am 
not making it clear enough. That is, the intensive competition to 
which European producers are subjecting themselves means that the 
old restrictionist mentality is really going to be severely dented. 

If a French manufacturer can stand up to German competition 
right on his doorstep he is much less worried about American competi- 
tion. He knows if he can take the Germans, he just doesn't feel that 
horrible insecurity about the Americans any more. 

Senator Harrxe. But I am not assuming that you are always going 
to have this terrific competition within the Common Market countries. 

Mr. Benorr. You are thinking of cartel restrictions. 

Senator Harrke. That is right. 

Mr. Benorr. I think this isa very real problem, sir. There are some 
hopeful provisions in the treaty—85 and 86. We hope that they will 
be actually implemented in the spirit we would like to see. We don’t 
know yet. 

Senator Harrxe. Do you think there is any possibility that more 
could be done—while we are moving so rapidly with the other arrange- 
ments—in regard to the overall tariffs? Don’t you think that those 
impositions, before we grant such wide, sweeping general acceptance 
to the proposition which could really implement rather than destroy or 
cut down the cartel arrangement, that we should give more—— 

Mr. Benorr. More American thinking has gone into those clauses, 
I can tell you that. It doesn’t correspond with our philosophy, but 
the positive side is very good from our antitrust point of view. 

You are not allowed to do these things “unless they don’t hurt the 
general community,” and that qualific ation may ruin the whole thing, 
we don’t know yet. But I should say on this general front there is 
more hope than there ever has been in recent years. 

Senator Hartke. I am an optimist myself, and I like to see hope. 

Let’s move into another field. Asa general proposition, you think 
customs unions are a desirable thing in ‘the world today ¢ 

Mr. Benorr. I think that maybe it is going to bea little bit overdone. 
It is getting fashionable, and all sorts of people are going into playing 
with the idea of customs unions, whether it has very much point to it 
or it doesn’t. 

One of the ideas in my paper is that maybe we should have an 
amendment to the GATT that makes sure that if there is a customs 
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union formed it not only has the advantages of being able to have 
internal differentials, internal preferences, but also it accepts a respon- 
sibility not to hurt outsiders. I would like to see some qualification of 
the free and easy right to form a tariff union, myself. 

Senator Hartke. I am glad to hear you say that. 

Now, in regard to this question, here, that presents something of— 
basically as far as an expanding economy is concerned for the United 
States—comparative figures. Do you think percentages are fair in 
comparison where the expansion—for example, Italian economy and 
the United States economy—do you think those figures are fair that 
you would give in the overall picture ? 

Mr. Benorr. You are referring to the productivity figures ? 

Senator Harrxe. Yes. 

Mr. Benorr. I wasn’t referring to actual production, but I have 
the production figures, if you are interested. 

Senator Harrke. First, I want to get on sound ground. In other 
words, in your opinion these productivity figures are a fair comparison 
for the economy, for example, the general overall economy of Italy 
compared to the United States. 

Mr. Benorr. First of all, this is only the manufacturing industry. 
It is not the overall economy. Productivity estimates are very, very, 
very weak statistically so [ would not want to put too much emphasis 
on them. It is very hard to be sure you are talking about the same 
thing. And particularly since the 1958 U.S. productivity figure isn’t 
out yet. That is to say, we don’t have a final estimate. But, never- 
theless, I think as rough orders of magnitude these things are right. 
It is quite clear that U.S. productivity has been increasing in the last 
few years—oh, maybe a half or a third as fast as—— 

Senator Harrxe. Yes. What I am getting at is, whether this is 
actually a fair comparison in the view of the standard or the point 
which the U.S. productivity has reached. 

Mr. Benorr. I don’t accept the assumption that many people do 
that it is much harder to aaa a gain in productivity when you have 
a high productivity than when you have a low. I think there is some 
difference there but that it isn’t all that simple. 

Senator Harrxe. This is what I was getting at: You feel that the 
increase in the overall productivity of the United States percentage- 
wise should correspond roughly to that of those countries which have 
a lower productivity rate at the present time. 

Mr. Benorr. Just let me point out that between 1947 and 1953, 
our rate of productivity increase was twice that of the years from 1953 
to 1958, roughly. So it shows that we can do it. We simply didn’t 
do it in these last few years. 

Senator Harrke. I am trying to find your statement. on the effect on 
the workers, as corresponding to investment. 

Mr. Benorr. That is on pages 7 and 8. The last paragraph on 
page 7. 

Senator Harrke. You say, in other words, as far as the overall pic- 
ture of employment is concerned, you feel it would not have made any 
material difference ? 

Mr. Benorr. That is right. 

Senator Harrke. In spite of the fact that this would probably make 
it possible for the United States to utilize its facilities in other areas 
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at a better competitive position, and then you go ahead and point out 
that even today we are not utilizing all of our facilities, plant or hu- 
man, as we should. 

Mr. Benorr. Yes. 

Senator Harrxe. So what we really have now is a surplus of plant 
and human facilities, so what advantage i is there in creating an addi- 
tional surplus of plant and human facilities, even though they might 
be acquired at a realtively smaller economic advantage. Do you fol- 
low me? 

Mr. Benorr. Yes. I think what I am saying is, in a situation like 
this, as long as we are restraining the level of demand and we are not 
utilizing existing plants to the ‘full, there is no great advantage in 
forcing “additional savings to go into domestic investment if it would 
prefer | to go abroad and give a . higher rate of return abroad. I think 
the U.S. economy benefits more from going abroad and earning a 
higher rate. 

Senator Harrxe. The problem is to go someplace to increase the 
demand at home or increase markets abroad ; is that right 4 

Mr. Benorr. That is right. As a matter of fact, going abroad does 
also increase our export of capital equipment, usually, So that they 
actually add immediately to export demand. In the long run that 
enables us to get. back an inflow of dollar receipts which ‘enables us 
to buy inexpensive imports that will help us to become better ex- 
porters in the future. 

Senator Harrke. I understand you, but I am not sure I agree with 
rou. 

That is all the questions I have. 

I want to thank you for your information and T want you to know 
that I for one have gained something from your sts itement here today. 

Mr. Benorr. I am very happy. Thank you. 


STATEMENT OF CHARLES P. TAFT, COMMITTEE FOR A NATIONAL 
TRADE POLICY, WASHINGTON, D.C. 


Senator Harrke. Mr. Charles Taft, for the Committee for a Na- 
tional Trade Policy. 

Good afternoon, sir. I am delighted to see you again. The last 
time I had an opportunity to visit with you was at the Ohio Valley 
Improvement Association meeting in Cincinnati. 

Mr. Tarr. I don’t visit Indiana as often as I should, Senator. I 
am SOrry. 

Senator Harrkr. I am very happy to see you here this afternoon, 
sir. 

Senator Scorr. Mr. Chairman, may I say that I am also very pleased 
that Mr. Taft is going to give us the benefit of his views. He is one 
American for whom I have the highest and most unreserved regard. 
His services to a national attitude on trade policies have been of tre- 
mendous value to the thinking of so many people who share his 
concern in that regard. 

Mr. Tarr. Mr. Chairman, I am just sorry I am not running some- 
place where you both vote. 

My name is Charles P. Taft. of Cincinnati. 

The Senate Interstate and Foreign Commerce Committee is to be 
commended for its initiative in having launched this series of hearings 
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on a number of significant problems the United States faces in the 
expansion of its international trade and in its trade relations with the 
rest of the world. 

I hope the committee will forgive me if I make a few comments 
at this point on some of the testimony that we have heard before. I 

‘annot resist one comment on what my good friend Professor Benoit 
just said on the subject of the increase in productivity from 1947 to 
1953 and from 1953 to 1959. He stated that the first 6 years was 
twice that of the second 6 years. This is a statistical operation which 
I trust the committee does not accept—the operation that produces this 
statement—because this leaves out, for no good reason, the year 1946 
and it includes on the other hand the period of the Korean war. It 
also includes, in 1953, some of the production still for the Korean war. 

If you take the 5 years before we got into the Korean war and 
you take the 5 years after we got out of the Korean war you will 
find that the rel: ationship of the last 5 5 years is considerably better 
than that of the first 5 years. The point is that the wartime period 
upsets any such comparison. Productivity figures should be taken 
over a long period rather than over short periods where the particu- 
lar years may be selected so as to produce a result. I don’t mean 
that Professor Benoit does this intentionally. He was probably just 
quoting what some other people have said before. 

Senator Harrkxe. Mr. Taft, let me ask you at this point if you 
don’t mind my interrupting } you: Do you think the increase in pro- 
ductivity in the United States is as rapid as it should be? 

Mr. Tarr. I think it is continuing at the rate which it has shown 
for a great many years. There has ;been an advance in productivity 
and in technology which has varied sometimes over short periods, up 
or down, but which is a rate that I believe is about all that any 
economy can successfully go ahead with. Personally, I think com- 
bined statistics show that it is somewhere around 214 percent per year, 
over a long period. 

Senator ipats I take it then you disagree with the statement 
that our productivity cannot be compared, really, with that of Italy 
and France as was done previously 4 

Mr. Tarr. Not in a period in which they have been given, and dur- 
ing which time these countries have produced themselves, new plant, 
completely new operations, starting from a very low base. I think 
you must take a long period so as “to place their accomplishment in 
the last 10 years in context—that is if you really want to have a 
sound statistical comparison. That is all I mean to say. And I 
don't intend to take away any credit from these countries. They have 
done an extremely effective job in my opinion and they ought to be 
congratulated for it. It is only the comparisons that are erroneous, 
when they are put on too short a per iod, 

With regard to Mr, McCoy’s testimony this morning, to which I 
had the pr rivilege of listening—I just have four points that I would 
like to touch upon quickly, w rithout attempting to go into them fully, 
to indicate that there is at least another viewpoint. 

He referred to our situation with the Common Market. He said 
that it is more difficult to compete from outside. If this is due to an 
outside tariff which they impose, then he is certainly correct. But on 
the other hand, if he means to imply that when they produce domes- 
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tically with relatively lower wages, that therefore we can’t compete 
inside their area, this is contrary to all the past history of industriali- 
zation. 

England financed the industrial expansion of the United States 
in various extremely important elements and they made us into her 
best customer. We have financed and ourselves promoted the indus- 
trialization of Canada and we have made Canada our best customer. 
So the implication of what he had to say because they 
are industrialized and have lower wages, therefore they are going 
to make it difficult for us to compete in Europe—is not correct. 

One evidence of this is in the increase in the rate of exports in 
the first quarter, which is from a rate of $16,300 million in the first 
quarter of last year to a rate of $18,300 million in the first quarter 
of this year. This certainly shows that we are able to move ahead 
on aan and we must remember that a very large part of the 
manufactured exports particularly go to Europe. This happened 
during a period in which our imports shave had only a slight increase. 

Now, I think in fairness I ought to say there are some special 
elements in that first quarter and it is perhaps questionable that that 
rate will continue throughout the year. But it is also true that even 
the slight increase in imports is expected to fall off in the balance of 
the year, so there is every reason to belive that the merchandise sur- 
plus is going to be substantially larger than last year, by reason of 
increase in exports. 

We have not just given everything away. If we have given any- 
thing away we also are getting a lot more business out of it, that’s 
sure. 

The second thing I would question that Mr. McCoy had to say is 
this: He stated, I think, specifically that their percentage increase 
in wages was lower than ours. This is not correct. The increase in 
wages in Europe over the last 4 or 5 years—I am not sure of the exact 
number of years—but the proportionate increase in wages in Euorpe 
was higher than that in the United States, during the same period. 
He also suggests that European wage rates are only 20 to 30 percent 
of United States wage rates, This is a very tricky operation, to 
determine. We ourselves, our own Committee is now making the 
best study we can of exactly this difficult question of international 
wage comparisons. There is more information today than there was 
even 5 years ago. But one of the things which is omitted from those 
comparisons is those items that we call fringe benefits, and charge 
into wage costs, which in European countries are not charged into 
wage costs but are paid in taxes. But they are exactly the same kind 
ofacharge. I give thatsimply as an example. 

One of the most thorough jobs which has been done on this, which 
I don’t think the steel management people question, is that done by 
Meyer Bernstein for the steelworkers in the nail hearings before the 
Tariff Commission and also in connection with the steel dispute itself, 
in which he analyzed this at considerable length. Mr. Monroney, who 
was presiding this morning, called Mr. McCoy’s statement a discourag- 
ing statement becasue he said among other things that the unit labor 
cost was down 3 percent in Europe and it was up 3 percent in the 
United States over a period that he gave. I think since 1953. Well 
first what does he mean by an unit labor cost? The labor cost may 
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be a unit in one plant but even within different plants of one com- 
pany and certainly within different companies in one industry there 
is no standard for a unit labor cost in the United States. They vary 
all the way from an inefficient little bit of a plant with old machinery 
up to the highest mechanized automation este in the business and 
there is no such thing as a meaningful unit labor cost. Obviousl 

that is even more true in Europe where we can’t find out too mu 

about most of it. I really don’t know where he gets those figures and 
I think his discouragement is quite unnecessary. I think the com- 
mittee must have in mind that this argument has been used at least 
to some degree when wage negotiations are about to be entered into. 

a Scorr. Time will relieve some of that discouragement, Mr. 
Taft. 

Mr. Tart. I think it will, sir. 

He suggests also that his proposal for the solution to this would 
be some sort of formula that would eliminate any damage from 
imports. 

Well, I would only point out that, in my opinion, if we hadn’t had 
imports we still would have nothing except. fins on automobiles and 
we would have no small ones. It has been only imports that has 
finally forced the companies to give to at least a substantial slice of the 
American public, the kind of cars they want. 

Senator Harrke. Let me ask you something on that matter. 

Mr. Tarr. That is on style; not on price. 

As far as prices are concerned, I think it is fair to say that prices 
also have occasionally been affected by imports which probably could 
not be modified in any other way. And one of these is certainly in 
heavy electrical equipment in which finally the two large American 
producers have been forced into a real competition. Whether they 
still can get low enough, for the very sound reasons which they give 
such as the difference in wages and the higher percentage in wage 
costs, labor costs in their product, I am not sure, but certainly a con- 
siderable portion of their claim of higher costs was not due solely to 
that reason. It took the very solid courage of the TVA people to 
demonstrate this in such a way that these companies have had to face 
up to the facts of the situation that have reached the public. 

Regarding style again, I would suggest that the sewing machines 
and the typewriters are a sample of the kind of thing that has only 
come about through imports. The Singer Co. made the decision 
which seems to me quite sound, but which has not been made by some 
other companies; namely, that they were not going to demand tariffs, 
they were going to compete in style, in gadgets, in new methods of 
operating, secured through research. Hence they have now put them- 
selves in the position that they can compete both domestically and 
in the foreign field. In the finda field to some degree this has 
been done with foreign plants but they certainly are doing very well 
so far as their company reports are concerned. 

In the typewriter case the evidence was perfectly clear that the 
imported portable typewriters on which Royal-MeBee and Smith- 
Corona were asking for a 30-percent tariff were actually selling in the 
United States for more, but they were being bought because they had 
style and gadgets that people wanted and in addition because the 
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domestic companies didn’t treat the distributors very well, according 
to their own testimony before the Tariff Commission. 

I might say that one of the kinds of things that your committee, 
I am sure, has in mind which creates the problem of foreign compe- 
tition—of competition in exports for us—is that in many areas the 
United States is used to model changes every year. Foreign mar- 
kets are not used to model changes every year and if too much of this 
is put in it will interfere with our sales in those markets because they 
become outdated and obsolete and so on and that our foreign cus- 
tomers don’t like. 

Another thing is, items like taxes on horsepower, which has not 
been mentioned, : and Mr. Neidlinger, of the Council of the U.S, Cham- 
ber, asked me if I would mention 1 this. He intended to and it slipped 
his mind: These taxes are the greatest interference with the sale of 
our big cars because the taxes are based on horsepower. He would 
have liked to make the suggestion, which was new to me and therefore 
I am not sure that I have a specific opinion on it, that perhaps this 
might be negotiated also in connection with other types of restrictions. 

I think those are all my interjections, sir. 

Senator Harrxe. Let me ask you in regar d to that: Do you feel 
that, this is a lack of imagination or a lack of will power on the part 
of American industry, that they have been forced into these positions 
by foreign competition ? 

Mr. Tarr. I don’t think so quite but I have seen the statement made 
by some people who were commenting on the situation, almost in the 
language you have used. I think Sylvia Porter said something like 
that, in her economic column. 

Senator Harrxe. Let me ask you this, then: In your opinion what 
is it? 

Mr. Tarr. I think that companies vary, very greatly. This com- 
mittee heard Ray Macdonald and if you w eren’t here, sir, I hope you 
read his testimony. Their action is in the best tradition of American 
industry, it seems to me and yet I know from him that his method of 
approach is not always greeted enthusiastically by some of his domes- 
tic associates in his own company. 

The Ford Co. is perhaps a good example of this kind of energy and 
initiative. You may not know that they sell abroad one of the most 
popular marine engines which is produced. They don’t do it them- 
selves, they do it through a man to whom they license it. They sell 
him the engines but he distributes them all over the world. 

On the other hand, you will find some companies who start one 

way and end another. One of the outstanding farm machinery com- 
panies announced something over a year ago that they ons not com- 
pete in this country in the making of a small tractor 
not been made here very much, and that they were going to make it 
abroad in one of their plants. Apparently after about 3 months they 
had a second thought because they then announced they had changed 
their minds, they were putting up a new plant in Iowa, and they were 
going to mi ake it there and they were going to make it at a competi- 
tive price. 

Some companies seem to find no solution except to ask for a tariff. 
So I certainly would not want to make a general statement about 
American industry because in my opinion American industry in gen- 
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eral will follow the first and preferable idea, but sometimes they may 
have to get pushed into it by foreign competition which, therefore, 
in many areas seems to me very healthy. 

Senator Harrxe. Which is somewhat a reflection upon our own 
ability to conquer our own ills and diseases which come with indus- 
trial age; is that right? ‘ 

Mr. Tarr. I can only say I am 62 now and I am not quite as ener- 
getic as I was when I was 40. 

Senator Harrxe. I hope you don’t imply by that that our economy 
has reached the stage where it is degenerating. 

Mr. Tarr. Oh, no. That thesis, the mature economy, the overipe 
tomato, I reject wholly and totally. 

I refer to particular individuals who remain in a company over 
quite a period and at the end of their consulship, shall we say, the 
company is not quite as energetic as it used to be. 

Now, some companies—and I am glad to mention Proctor & Gamble 
as one of them in Cincinnati, have found a way to bring in new blood 
without seeming to throw aside the older men. They have found 
uses for them but the direction of the company has moved to younger, 
more energetic people coming up through the operation. Now, this 
is not an easy thing to do, and some companies have not succeeded in 
it as well as others. 

Senator Harrke. Whiat you really come back to basically is this 
thing you said about Sylvia Porter talkmg about—I am not familiar 
with her words, but with this idea. What you in substance are say- 
ing is that any company in the United States which fails to have the 
type of imagination and willpower to get this job done is probably 
going to find itself in serious trouble? 

Mr. Tarr. This is exactly so and I believe that to be a sound char- 
acteristic of the free enterprise system. 

Senator Harrke. Thank you. 

Senator Scorr. May I interject a few comments at this time and 
then I will try not to interrupt your statement. 

Do I gather that it is your thought that the Common Market in 
Europe may force our own prices down because they can produce 
cheaper than we do? 

Mr. Tarr. No, I think this will be only in selected areas. 

Now, I selected some which have been outstanding because they 
have been used in liberal trade-protectionist arguments. But, by and 
large, I do not believe that our market is going to be affected across 
the board, in all products. It will be affected in some areas more 
than others. 

Senator Scorr. The fact. that it will operate in certain areas, how 
do you react to that? Do you think that, generally speaking, is good 
or bad ? 

Mr. Tarr. Well, I think they are apt to work in the areas where 
they have a mass market of their own. For instance, bicycles are 





produced better and cheaper by the Europeans because they use them. 
I have a picture, for instance, of traffic stopped at a light in Amster- 
dam. There was a row of bicycles 10 across and 6 deep. 
Well, we don’t use bicycles this way. They have been mostly toys. 
{ saw a sign on one of the New York throughways that. said, 
“Bicycles forbidden.” 
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This is our approach to the bicycle proposition. So that it shouldn’t 
be surprising that they produce bicycles more cheaply and more ef- 
fectively than we do. And that isa sample of the kind of thing where 
they might do much better and we might do less well. 

Senator Harrxe. Will you yield for a moment at that point? 

Senator Scorr. Yes. 

Senator Harrxe. On bicycles, how can we honestly feel that we 
are doing a really competitive job when we are competing against 
Czechoslovakia ? 

Mr. Tarr. Well, I can answer that, sir, because I know the Day- 
ton-Hoffman people quite well in Dayton. The first thing they did 
was to diversify because the making of bicycles—I was somewhat 
surprised to find—is or has been in the past a seasonal operation. 
They started making gasoline lawnmowers. The second thing they 
did was to take on an agency for the British Columbia bicycle. They 
then began to produce a medium weight bicycle. The Americans had 
always produced a heavy one, over 35 pounds. These are the ones 
with all the streamlining and lots of steel and all this kind of thing. 
The competition that came in started from England and then Eng- 
land was replaced to some degree by Austria and Germany rather 
than Czechoslovakia 

Senator Harrxe. 45,000 bicycles came in from Czechoslovakia last 
year. 

Mr. Tarr. That may be, but the German and Austrian ones were 
the first ones that came in and took part of the market that the British 
had created because the British market for the hght bicycle in the 
United States was an additional market. It was not a replacement 
of American bicycles. 

Senator Harrke. It was a replacement of an American use of 
bicycles. 

Mr. Tarr. No, sir, I am sorry. The figures will show after the 
war, after a temporary bulge, the production of American heavy 
type bicycles continued going up. 

Senator Harrxe. As the population went up? 

Mr. Tarr. Well, whatever the reason was the British went up as 
high as six or eight hundred thousand. Then the Germans and the 
Austrians came in and took it away from them. And then the Ger- 
mans and the Austrians failed to provide an adequate parts and re- 
pair operation and, therefore, when the Americans started in on the 
middleweight bicycles they managed to get back into the market to 
a very substantial degree. 

Now, I haven’t checked it in the last 2 years, but this was cer- 
tainly true up until about 2 years ago, and Dayton-Hoffman is one 
of the major participants. If you are thinking of Mr. Schwinn, I 
will tell you something about him, but that is something else again. 

Senator Harrxe. I am thinking about bicycles. 

Mr. Tarr. Mr. Schwinn said he was damned if he was going to 
diversify for anybody. 

Senator Scorr. Famous last words. 

Mr. Tarr. That is exactly my opinion, sir. 

Senator Harrxe. Mr. Taft, let me say this to you: I am not not 
disagreeing with you, but what I am asking you is how can you 
honestly expect a free society to compete in a field against the 
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Czechoslovakian-controlled society where production cost has no rela- 
tive—is not a relative factor whatsoever in ultimate price? 

Mr. Tarr. Well, that is a very important question and a very solid 
one. This is the reason for the effort in the GATT to set up rules 
for state trading, but the rules in the GATT for state trading were 
never designed to deal with a situation in which you had a wholly 
centrally directed economy, as in Czechoslovakia or in Russia, and 
therefore those rules are not adequate. There is a proposal now by 
the Russians that there should be a conference on what sort of rules 
you might set up, and this is very desirable. 

But there is an interesting thing about it—and I would rather deal 
with Russian policy than that of the Czechs, because it is probable 
that Soviet economic policy will dominate the Czech operation in 
the long run. It is quite clear that up to date the Russians have 
dumped, occasionally, but they have not kept it up and in general 
have displayed a perfectly bourgeois desire to get the largest return 
for whatever they produce, so that, in trade with the Russians—I am 
talking about straight trade, not foreign aid to somebody, or special 
circumstances like that—the actual experience is that they have not 
tried todump. 

And, furthermore, there is clear evidence from inside Russia that 
they are now begining to adopt some systems of accounting that will 
show them where they are making a profit or not making a profit. 

Now, I take reports like this with a grain of salt. I mean I am 
just not swallowing it fully and so on, but the very fact that the 
evidence exists, indicates they are paying some attention to it. I don’t 
trust them, but I think just the same they are likely to try to get all 
they can get for what they export. 

Senator Harrke. I didn’t want to get into bicycles, but I do happen 
to know one of the main suppliers to the United States of bicycles is 
Czechoslovakia and I understand the difference between them and us. 

Mr. Tarr. How many did you say were being imported ? 

Senator Harrxe. I think over 45,000 last year. 

Mr. Tarr. The total market for bicycles must be between a million 
and a half and 2 million a year so that isn’t a very large item. 

The German and the Austrian bicycles are the ones which really 
cause trouble. They are the ones that the department stores bought 
but they are now having enough trouble with them so that the light 
bicycle produced by American producers is competing very satis- 
factorily. 

I should add this, that the American producers are using some 
foreign parts—as they always have; this isnothing new. Mr. Schwinn 
uses foreign parts as far as that is concerned, although he may not 
admit. it. 

In the case of the coaster brake, some of the American producers 
went to the General Motors Corp. and said, “The coaster brakes we 
have been buying from your New Departure company in New Britain 
just are not good enough and we want you to put in a new production 
line.” 

General Motors said, after thought, “Well, we are sorry. We are 
not going to do it.” So they started buying foreign parts. 

Now, this is a case where the American supplier had his chance 
for sure and the Americans wanted to buy Locally in that particular 
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item. There are, of course, other parts in a bicycle which are and have 
been bought abroad almost all the way through. 

Senator Harrxe. But there are no more New Departure coaster 
brakes made today. 

Mr. Tarr. That I wouldn’t know for sure, but at that time certainly 
the Dayton-Hoffman Co. started buying some place else abroad. 

Senator Harrxe. I understand they are not being manufactured 
today. ; 

Mr. Tarr. Their production line was out of date completely and I 
don’t blame them for shutting it down. 

Senator Harrke. You say the Russians are more fair. Do you 
think it is fair for them to ship in automobiles as they are going to 
probably within the next 2 weeks and bring them in here 

Mr. Tarr. I didn’t say anything about their being fair. I said 


e 
they were anxious to get all the money they could get for whatever 


they exported. 

Now, they did cut prices on aluminum, on tin, on platinum—those 
three for sure. But they didn’t keep it up very long. 

Senator Harrxr. They were able to depress the aluminum market 
2 cents a pound for a period of about 2 years. 

Mr. Tarr. I wouldn't question that, sir. 

Senator Harrxe. After going into the market for a period of less 
than 6 months. 

Mr. Tart. This is probably correct. All I can say is, taking all 
the evidence together, it is by no means apparent that they are doing 
a dumping job in general. 

In general they are apparently trying to get all they can get, all 
the market will carry. 

Senator Harrxe. The same thing with regard to the proposed en- 
trance of 10,000 automobiles from Russia in about 2 weeks. That is 
not a significant amount in number of automobiles, but I don’t know 
what 

Mr. Tart. Well, this is a propaganda gesture, if you want my 
opinion about it. I just question whether any large number of people 
are going to buy them except those who want a novelty. I can’t be- 
lieve that this is a permanent aspect of our automobile economy. 

Senator Harrxe. I heard the same thing about the Volkswagen. 

Mr. Tarr. Oh, no, that is something else again. The Germans have 
always been good at this and the fellow who was running the Volks- 
wagen Co., if anybody thought he wasn’t a good one, hadn’t studied 
his past and his competence. 

Senator Harrxe. I am talking about the people who bought them 
first. 

Mr. Tarr. Oh, sure, but I am saying this about the Russians be- 
cause I just can’t believe that there is going to be any substantial 
market for something which up to date is just kind of special—oh, a 
Helen Wills cap or something of that sort. 

Senator Scorr. I want to go back to something. I believe Senator 
Monroney was here earlier and you referred to some of these statistics. 
I wanted to pick up at the point where Senator Monroney said he was 
disappointed. A. : 

I am always a little suspicious of certain statistics which use certain 
hinges that operate both ways from the hinge, and then explain the 
reason for the hinge. 
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In certain years of high suspicion in my mind, the years 1941 and 
1950, and 1953—they are highly suspicious. The use of years prior 
to 1953 and the use of 6 years after 1953 likewise suggests to your 
mind the intent to include a comparison between wartime years and 
peacetime years. 

Mr. Tarr. At least they were stuck in the middle of it, that is right. 

Senator Scorr. This is a sort of a statistical twist and I am reminded 
of Dickens and Oliver Twist, whose constant call, you will remember, 
was for more. And here this seems to be a call for more in gross 
national—in national growth, economic growth, but I am curious as 
to more “what” is attempted to be justified. 

It is this sort of statistical reasoning—is it an effort to justify war- 
time progress or are we not better justified i in using such statistics as 
determine whether or not we are in fact making greater peacetime 
progress ? 

Mr. Tarr. I would agree not only on that, but also on the question 
of the type of products even in peacetime. Certainly the gross na- 
tional product is important by reason of that which makes it up and 
the quality in the makeup, as well as the mere quantity. 

Senator Scorr. Now, we have had reams of statistics all of the year 
1960, a mathematical year capable of being divided by four, I know, 
which tend to reason that we are not moving fast enough in our per- 
centage of national growth. But when you base your statistics on 
the years immediately prior to 1953 and the years immediately after- 
wards, then you compare them with the Soviet, as you have said the 
Soviet Government starts from a very much lower economic base, 
isn’t that right? 

Mr. Tarr. Yes, sir. 

Senator Scorr. Now, in other words, if you take a unit figure of 
the Soviet of 10,000 and it increases to 15,000 that is a 50 percent 
growth rate. But if you take an American figure of 500,000 and it 
increases to 550 3000, is that not a 10 percent growth rate ¢ 

Mr. Tarr. That is right. 

Senator Scorr. I am along the familiar line now that figures don’t 
lie, et cetera. 

Is it not a fact that much of the economic growth rate in Western 
European countries and in Japan has been made possible by Ameri- 
can aid and such illustrations as the sweatermaking machines which 
we furnished under the Marshall plan to Austria and the ver y modern 
silk mills such as the Kanebo silk mill near Osaka in Japan—and I 
have seen from personal observation they are more modern than any 
of our silk mills—has not this rapid growth been made possible as a 
part of our own program to modernize the industries of these coun- 
tries ? 

Mr. Tarr. I think this is certainly true, Senator, but I would want 
to say something which I meant to comment on here because this same 
question came up this morning, Mr. Chairman. 

Certainly it would be a great mistake to think that all innovation 
comes from the United States. 

Senator Scorr. I didn’t want to imply that. 

Mr. Tarr. I understand, but there is an implication often drawn 
from the thing which you have said, which is entirely true. I will 
always reneainat that Bill Batt, who used to be head of SKF, told me 
that once before the war a Japanese came in to see him with a bobbin 
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which was faster than any American loom would carry and which 
they had invented, not us. And it always struck me as an interesting 
example because the Japanese were always charged with being simply 
imitators. You better look out if you start thinking the other people 
are only imitators. 

Senator Scorr. I admit to the danger of that kind of thmking but 
skilled and imaginative and inventive and brilliant people suc ch as 
the West Germans, and the Japanese, the Italians, and others, had 
indeed for a long time the capacity to do these things. But their 
period of entry into modern world industrial competition has come 
within the same recent years with which we are statistically fooling 
around, is that right ? 

Mr. Tarr. That is correct, and therefore their rate of increase is 
much higher because it is a percentage. 

Senator Scorr. Therefore, we ought to beware of percentages and 
those who bear them at times, should we not? “Timeo Danaos et 
dona ferentes.” 

Mr. Tarr. I think I ought to say in concluding these extra remarks 
that I have the highest opinion of Professor Benoit and I wasn’t ac- 
cusing him of devising that particular statistical statement to which 
I took exception, and neither did I mean to start a presidential cam- 
paign argument. 

Senator Scorr. I didn’t refer to the professor in reference to what 
I said, but since ba year of 1960 began we have had a long line of 
Greeks similarly bearing statistical gifts. That is all I wanted to say. 

Mr. Tarr. The Committee for a National Trade Policy, of which 
I am the general counsel, has already submitted, through one of our 
directors, Mr. R. W. M: acdonald, vice president of the Burroughs 
Corp., a general statement on the questions before you. 

Mr. Macdonald has given you his own statement dealing more 
specifically with the problems of foreign investment and future pro- 
spects for increased trade resulting from such investment. 

My testimony today will deal with the implications for U.S. policy 
of the European Economic Community and other regional trade 
groupings. If it is recognized that these economic groupings are 
essentially a drive toward more rapid economic expansion which can 
come from larger internal markets, and that a political decision has 
been taken in the countries concerned to undergo the problems of 
economic adjustment which the creation of these larger markets re- 
quires, it becomes clear that the United States is faced with a major 
challenge, not accepted as necessary by many American groups. 

I want to stop there for just a moment because Senator Hartke, 
before he left, raised the question as to the solidity of that political 
decision and I think I ought to express my opinion about it. They 
have decided it and apparently they have a process in which the 
influence of the leaders of Government is greater and more decisive 
than ours is, even in resisting a pretty solid public reaction, such as 
the agricultural protectionism illustrated by the crowds demonstrating 
against Mr. de Gaulle, and for that reason it seems to me that this 
is a decision on which we can count. 

Now, the second phase of his question really is this, whether because 
of what they may think are benefits to them, they will change their 
current decision to reduce the tariff against the outside world and 
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start to increase it, and I just want to express my opinion that they 
will not do so. At least in the foreseeable future. There will not be 
a reversion, as I think he refers to. He gave us as a possible example 
the imposition of quotas by the Iron and Steel Community. 

So far as coal in Germany is concerned, the restrictions on the 
importation of coal—and in spite of those restrictions they started 
building up stockpiles outside the mines—the restrictions on the 1m- 
portation of coal are gradually being reduced under the pressure of 
the meetings in the GATT. 

I would like to point out that those who are on the protectionist 
side can’t have it both ways—I don’t mean that Senator Hartke is. 
I am saying that those who would make this argument along that 
line can’t have it both ways. In one breath they are saying low 
wages prevent competition of any kind, regardless of restrictions, and 
in the next breath they are saying that our competition is so strenuous 
that they have had to put on quotas. 

The fact is that in spite of the relatively low wages in Germany, 
our coal production in the United States is efficient, and that there- 
fore we are able to compete far more in spite of transportation and 
wages which together are six, seven, and eight times as high as those 
in Germany. So that you can’t use the wage argument and then at 
the same time rely too much on this idea that they are going to turn 
around and 

Senator Monroney. This morning we had testimony that the exter- 
nal tariff of the Common Market would be an arithmetic average 
of the Six. Does that comport with your idea? 

Mr. Tarr. Yes, except that I think there are some 80 or 90 items 
which are excepted from that and which have to be negotiated. It 
is conceivable in connection with those they might end up higher than 
the average and they are the very important ones. So that is why our 
negotiations become so important. 

Senator Monroney. But isn’t the general level, excluding these spe- 
cial items—if you have no tariff from the Netherlands, Belgium, and 
Germany, and you have high tariffs in France and Italy, that for the 
bulk of our trade we will face a higher external tariff than we now 
have. 

Mr. Tarr. I am not an expert on it, Senator, but I don’t think that 
is quite correct. 

I think we will face a higher one on some important items, but I 
do not believe that the average is going to be higher. Now, the fellow 
who is dealing with one or two or three items, and they hurt him, is 
not going to be very much consoled by the fact that the average didn’t 
go up. 

I think I should also point out Germany has come down very sub- 
stantially, but Germany started with high tariffs. They were tradi- 
tionally a high tariff country. That was their situation when they 
came out of the war. 

Senator Monroney. On the agricultural side, we know there is 
going to be a protectionist market as well as ours is going to be 
protectionist. 

Mr. Tarr. I have something in my statement on that, Senator. The 
United States has taken no similar political decision to open its mar- 
kets completely to the goods of other countries. 
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The responsibility is imposed upon the United States, nevertheless, 
as the world’s largest single trading nation and as the member of no 
regional trading bloc, to maintain its position as the greatest force 
for a worldwide multilateral trading system. This responsibility can- 
not be avoided. Through the GATT, the United States and other 
nations not members of regional groupings must make every effort to 
help the countries which are members of regional blocs to fit the 
development of their regional organizations w ithin the rules laid down 
by the general agr eement. In this w ay such organization can be trade- 
creating instead of trade-div erting. 

We have been encouraged by the recent talks in Paris which were 
designed to seek ac commodation between the Six and Seven by expand- 
ing the membership and activities of the OKEC. We are particularly 
encouraged that these talks are under the general guidance of the 
GATT secretariat; and that the United States has apparently taken a 
position opposing any special trade rules for even such a regional 
group as the nations of the North Atlantic Community. 

In other words, the United States is saying that all concessions 

made in favor of each other by the group of ‘Six, by the group of 
Seven, or by the United States and Canada should be multilaterialized 
to the entire GATT membership. This seems to us the proper direc- 
tion for U.S. policy to take, in the interest, first, of avoiding a serious 
split in Europe; second, of avoiding a preferential deal between the 
Six and Seven which could have the effect of injuring our own trade 
and that of other third countries; and third—and this is very im- 
portant; I don’t know whether it has been mentioned before this com- 
mittee—of avoiding a trade split between the industrialized countries 
on the one hand and the rest of the world on the other. 

If we are successful in establishing this position, and if we are able 
to maintain a liberal trade policy ourselves, the result should be the 
expansion of worldwide trade, including our own. 

It should be said that regional trade and economic groupings are a 
reality in the Western World today and the United States probably 
could not prevent them even if it tried to do so. The European Eco- 
nomic Community is an accomplished fact: the far reaching commit- 
ments in the Treaty of Rome, undertaken by each of the six govern- 
ments concerned, have been ratified by parliaments and the economic 
and social institutions provided for in that treaty are beginning to take 
shape. 

We know, moreover, that there is a strong drive among the “makers 
of Europe” to go beyond those commitments and to accelerate the 
schedules for both the elimination of tariffs within the C ommunity and 
for the establishment of the common external tariff. While there 
appears to be some objection, particularly among the Dutch and Ger- 
man industrialists because of their reluctance to increase the Benelux 
and German tariffs, the pressures for acceleration seem strong and it 
is likely that the original schedule will be speeded up to some extent. 

The European Free Trade Association—the so-called Outer Seven— 
was formed in part as a response to the European Economic Commu- 
nity. Although there is every indication that the governments con- 
cerned have the full intention of creating a genuine free trade area in 
full accordance with the rules of the GATT—with the single reserva- 
tion of trade in agricultural products—the organization itself is far 
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more loosely constructed than the Community of the Six, with con- 
siderably less elaborate international institutions and consequently 
less delegation of sovereignty. 

The United States has, of course, strongly supported the concept of 
economic integration in Europe since its postwar beginnings. It has 
specifically supported the BEC. On the other hand, its support for the 
EFTA has been at most lukewarm, largely because the concept of 
eventual political integration so evident in all the negotiations leading 
to the establishment of the EEC has been notably lacking in the 
EFTA. 

We are all familiar with the potentially dangerous situation which 
exists between the Six and the Seven. The Seven, while prepared to 
remove trade barriers, both within their own group and vis-a-vis the 
EEC, as rapidly as the Six do among themselves, have not been pre- 
pared either to adopt a common external tariff or to join, at the expense 
of a measure of their own sovereignty, in the international institutions 
which are basic to the Common Market treaty. Two basic positions 
thus oppose one another; the drive toward total economic integration 
on the one hand and on the other the effort to prevent by limited inte- 
gration and extension of concessions the discrimination toward out- 
siders that such full economic integration implies. 

It would seem obvious that the U.S. interest, and indeed the interest 
of the entire free world, would lie in the achievement of some kind of 
accommodation between these two blocs which would make it possible 
for the European Community to accomplish its goal of integration 
and at the same time, by a low external tariff, make possible expanding 
trade opportunities for countries outside the Community. 

In other words, somewhat less favorable treatment for goods from 
outside countries would be tolerable if it were compensated for by the 
market expansion likely to be the result of the increased industrializa- 
tion and economic growth within the Community. Whether this level 
of discrimination proves to be tolerable, however, depends upon the 
willingness both of the Common Market to reduce progressively its 
external tariff at a significant rate and of other industrial nations out- 
side the Community, including the United States, reciprocally to 
reduce theirs. 

There seems to be considerable evidence that the EEC will be pre- 
ared to do this. In an address in London on February 29, Professor 
fallstein, President of the EEC, stated that the first 20-percent reduc- 

tion in internal tariffs should apply equally to the ultimate average 
external tariff and that there need not necessarily be full reciprocity 
for such reductions. This is, of course, an encouraging sign that the 
Six, in spite of their obvious determination to “create Europe” will 
maintain a liberal orientation toward the rest of the world. 

These reductions, of course, would apply to industrial products 
rather than agricultural products. In the field of agricultural policy, 
there are ominous indications that the Common Market might develop 
increasingly toward a degree of autonomy—with their own production 
and that of their overseas territories. This could have a considerable 
impact on U.S. exports of agricultural products as well as the exports 


of Latin America and other parts of the world not associated with the 
Common Market. 





72 FOREIGN COMMERCE STUDY 


It is a question, of course, how, under the circumstances of its own 
policy of agricultural protectionism—which is a necessary consequence 
of domestic agricultural policy—the United States can exert decisive 
influence on Convmon Market trade policy in this field. It is uncom- 
fortably poetic that the United States, as one of the lowest cost agri- 
cultural producers in the world, should find itself in a position where it 
might lose exports because of policies adopted abroad which it itself 
has pursued. 

I might say that there is a sizable portion of agricultural organiza- 
tions that supports the position I have just expressed: The American 
Farm Bureau is one. Coming from a meat State like Ohio, I can 
without political danger pursue what I happen to believe in also. 

Senator Monroney. Are you through with agriculture ? 

Mr. Tarr. That is right; yes, sir. 

Senator Monronry. Would youcare to discuss that momentarily ? 

Mr. Tarr. Yes. I certainly don’t know much about it. Mr. Harris 
can contribute a great deal more than I can. 

Senator Monronrey. Apparently what the Six is trying to do is to 
integrate the total aorica tare community on a free trade basis within 
the six nations? 

Mr. Tart. They are aiming for this. This is one phase of their 
lans on which frankly, without knowing very much about it, I would 
ave just a little skepticism ; just a little. 

Senator Monroney. I am skeptical of it because I know Germany 

produces less than half of its agricultural needs. 

I think you will find Belgium and Holland are far below their needs 
as Luxembourg would be. 

Mr. Tarr. However, they have stimulated perhaps artificially more 
production than they otherwise would have had and they don’t want 
to lose that. 

Senator Monroney. France would be probably the only contributor 
to the other five. 

Mr. Tarr. Well, Italy I should think in the future might be. 

Senator Monroney. Italy has gone into planting apple trees. 

Mr. Tarr. Lam no expert in this. 

Senator Monroney. Actually, the agriculture in Italy, it appears 
to me, is wrapped up in high cost fruit production Maat and 
things of that kind—and that the availability of land for wheat and 
for the basic agricultural commodities which require large areas of 
fertile, or even semiarid land are just not available in any of these 
countries with the exception of France and even France is dedicated 
to grape raising and things of that kind that are more specialized. 

Mr. Tarr. So I have heard. 

Senator Monroney. Now, the thing that worries me is, instead of 
allowing the low cost producers of grains and things of that kind to 
implement the processed agriculture, the butter, the cheese, the meat, 
the things of that kind, they are going to probably restrict their whole 
agricultural economy by trying to integrate and be self-sufficient 
within themselves on their high cost land and with their great volume 
of labor instead of yielding to the rest of the world where mechanized 
agriculture can produce this at half the cost at which they could actu- 
ally produce it over there. 

fr. Tarr. Australia, Argentina, Canada, the United States. 
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Senator Monroney. It is very easy for them to produce large 
amounts and yet it seems this drive for self-sufficiency in agriculture 
is going to be self-defeating whereas if Italy instead of killing the 
calves the minute they were weaned—if they would put them on a 
little feed, where we are trying to sell them on the idea of using it— 
they could develop a pretty good beef industry. 

Mr. Tarr. Well, Senator, I have stated here our feeling about it. 
I have tried to be frank as to what the problem is, and that is for us to 
start pushing on this one although it gets to be something of a throw- 
back at. us. 

Aside from the special problem of agriculture, which is acute 
enough, what should the U.S. policy be toward the Common Market, 
the EFTA and other regional groupings, notably the Latin American 
Free Trade Association ¢ 

The President, under authority of the present Trade Agreements 
Act, may reduce tariffs reciprocally by 20 percent, subject to the pro- 
visions of the peril point, the escape clause and the national security 
amendment. Because of these limitations, the President’s authority 
will, in actual practice, be considerably less than 20 percent. None- 
theless, the Trade Agreements Act is the instrument by which the 
United States must seek to achieve a general lowering of tariffs 
around the world. This reduction of trade barriers on a multilateral 
basis has been a U.S. goal for 25 years. 

While the U.S. authority to reduce its own tariffs is limited, as has 
been indicated, it is likely that it will be adequate to prevent, during 
the next 2 years, any adverse impact on our exports as a result of the 
process of regional integration. The United States has made sig- 
nificant tariff reductions in the past and, although it has received 
compensatory tariff reductions by other countries, it has not had the 
full benefit of those reductions because of the restrictions maintained 
by others for balance of payments reasons. Significant progress has 
been made over the past year in the removal of those restrictions, and 
the position we took during the period of the “dollar shortage” that. 
trade restrictions are temporarily justified for balance of payments 
reasons provided they are removed when such reasons disappear, has 
been vindicated. Nevertheless, there is yet some distance to go and 
we have the right to expect that in the near future restrictions by the 
major industrialized countries based on balance of payments con- 
siderations will be a thing of the past. 

However, because we have not had the full benefit of the tariff 
reductions made by other countries over the past several years we may 
expect that we will fare somewhat better in the forthcoming negotia- 
tions than we otherwise would. We have another bargaining instru- 
ment, in other words. It is probable that in the interest of expanded 
multilateral trade the countries of the regional groupings will be pre- 
pared to go farther in their tariff reductions than we perhaps tech- 
nically could fully meet by reciprocal reductions. A strong position 
by the United States aimed at preserving a multilateral, broadly 
nondiscriminatory system of trade and at strengthening the general 
agreement, which is the only international instrument devoted solely 
to that objective, must be maintained. 

There are, of course, no plans at this time to increase the tariff- 
reducing authority contained in the present act and thus insure that 
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tariff reductions made abroad could be fully met by the United States, 
but it is probable that we can accomplish the same results, at least 
until 1962, if we utilize to the full the authority we have and make 
perfectly clear that the U.S. policy will continue to be aimed at 
worldwide reduction of trade barriers. Only through such world- 
wide reductions can international trade generally expand and the 
economic growth and expansion of markets, implicit in the regional 
groupings, make their full contribution to worldwide trade. 

I should have added, Mr. Chairman, that the GATT offers one 
channel through which to work on the agricultural problem too. 

Senator Monroney. Do you feel that the Common Market has 
made its goal through the European Wheat Board for self-sufficiency, 
to explode the world wheat agreement and other marketing agree- 
ments which we have? 

Mr. Tarr. This is a field where I don’t know too much. I have 
always been a little bit skeptical as to how far a world agreement 
between the producers and the consumers, with so many each side, 
is going to stick, or for how long it is going to stick because the in- 
terests are so completely diverse between the two that it makes it 
extremely difficult to do anything that is very stable. 

But that is about all I would care to say about predicting the 
future. There always is inherent instability in a plan which seeks 
to accommodate the desire of the consumer to get it cheaper and the 
desire of the producer to get as much as he can. 

Senator Monroney. Of course, wheat has been in such international 
surplus that usually the consumer has been in the driver's seat. 

Mr. Tarr. That is right. 

Senator Monroney. And the world wheat price is usually below 
that maintained domestically by the wheat-growing countries. 

Mr. Tarr. That is right. 

Senator Monroney. It amounts to somewhat of a subsidy but one 
which we are glad to accept. 

Mr. Tarr. On the other hand, if you get the 7 lean years, then it 
might be the other way and it would bounce up in the other direction. 

It seems to me inherently instable. 

Coffee is one that doesn’t depend quite so much on some of those 
considerations, but that bounces up and down with supply and 
demand. 

Senator Monroney. If demand goes way up Africa and other 
countries will start producing. 

Mr. Tarr. Exactly. 

Senator Monroney. Agriculture presents a peculiar point. 

Would you care to say anything about the stabilization of raw mate- 
rial prices at this point? 

Mr. Tarr. It is quite clear that the fall in our exports is due in very 
substantial part to the drop in prices of the raw materials and natural 
resources exported by Latin America; because their prices went down, 
they had fewer dollars with which to buy our goods and therefore our 
exports went down. 

The connection is direct and it is very substantial. So that it would 
seem to me that something is clearly necessary to be done. I don’t 
stop for any ideological reasons, particularly in considering a eom- 
modity credit surplus bank or whatever you want to call it, except that 
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it hasn’t worked very well with us domestically and therefore it cer- 
tainly throws some doubt on whether it would work internationally. 
That is the trouble. 


I think we have to explore what we can do to give better buying 
yower to the Latin Americans who as a whole make up one of our 
Sean markets, and yet I think we want to do something that works 
and not just do something in order to improve our political relation- 
ships down there, important as that is. 


Senator Monroney. The purpose is good but the fine mechanics to 
carry on—— 

Mr. Tarr. This is extremely difficult.’ 

Senator Monroney. Thank you very much, Mr. Taft. We appre- 
ciate your appearance before the Committee and the advice that you 
were able to give us. 

Mr. Tarr. May I express my appreciation to Mr. Steinberg, who let 
me go ahead of him. 

Senator Monroney. Thank you, sir. 

The following was subsequently received and ordered incorporated 
in the record) : 

COMMITTEE FOR A NATIONAL TRADE Po.ricy, INC., 


Washington, D.C.. May 26, 1960. 
Hon. WARREN G. MAGNUSON, 
U.S. Senate, 
Washington, D.C. 


DEAR SENATOR MAGNUSON: Lest the members of the Committee on Interstate 
and Foreign Commerce accept uncritically and on face value the reference in the 
statements of Mr. H. B. McCoy, president of the Trade Relations Council and 
Mr. O. R. Strackbein, chairman, Nationwide Committee on Export-Import Policy 
to the press account of the Banque de Bruxelles Bulletin No. 6, we would like to 
present for the records certain considerations which bear upon the conclusions 
arrived at in this Bulletin. The press account stated: 

“The Banque de Bruxelles, one of Belgium’s leading financial institutions, 
recently issued an analysis indicating that the disparity between U.S. and 

juropean unit labor costs has been growing rather than diminishing. 

“Average costs for the six members of the Common Market (France, Germany, 
Italy, Holland, Belgium, and Luxemburg) had dropped by the middle of last year 
to a level some 12 percent under that of 1953. The bank estimated that U.S. 
costs had gone up by 3 percent over the same period. 

In the first place it is notable that the reference to the Banque de Bruxelles 
bulletin was made by both of the leaders of the two most prominent U.S. organi- 
zations favoring a U.S. trade policy of greater restrictionism. 

Secondly, it is important to note that the news account of the Banque de 
Bruxelles bulletin was a straight reporting job without critical analysis of the 
statistics used or of the statistical method by which the conclusions were reached. 
Upon examination of the Banque bulletin we find that the pertinent table is the 
product of a rather involved and dubious statistical enumeration of basic data 
produced by the OEEC. The OEEC itself, although the responsible international 
agency which gathered the data, did not adopt the statistical procedures or make 
the calculations which would produce the results arrived at by the Banque de 
Bruxelles. Although for obvious reasons we have no affirmative statement from 
the OFEC that these procedures are invalid, we are convinced that if the data 
produced could be properly related in the manner that the Banque bulletin has 
done, the OEEC, as an international organization with the responsibility of 
interpreting basic economic data in a meaningful way, would itself have done so. 

The fact of the matter is that these statistics themselves are subject to error. 
To correlate them as the Banque bulletin has done in mathematical calculation 





1The ensuing portion of Mr. Taft’s testimony on trade promotion has been transposed 


to the first volume of these hearings because of its relevance to the subject therein 
discussed. 
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serves to magnify the inherent errors in the figures and tends to produce a result 
which is of highly questionable validity. 

When one reads the full text of the bulletin it becomes apparent that its purpose 
is to fend off local protectionist sentiment in Belgium and within the Common 
Market. This perhaps serves a useful purpose. 

On the other hand it is perfectly legitimate to question the conclusions on the 
simple ground that, as has been indicated, the organization which gathered the 
basic data made no such interpretation. Indeed, the Economic Commission for 
BHurope with access to identical figures and the U.N. itself has not so interpreted 
them. 

Finally in what seems to us a rebuttal of the Banque of bruxelles findings, 
we quote the following passages from an address made on May 7, 1960, by a high 
official in the U.S. Bureau of Labor Statistics. The BLS has an impeccable 
reputation for care and responsibility in using wage and wage cost data. Numer- 
ous contracts with escalator clauses based upon cost-of-living indexes depend 
directly upon BLS findings. These contracts involved millions of dollars a year 
of direct costs to one party or another and no question has been raised as to the 
finality of BLS findings in this area. The relevant paragraphs are fully quoted 
below : 

“Unfortunately, there are no adequate indexes of the prices of manufactured 
goods that enter export trade. Available data are influenced by the significant 
changes which have taken place in the composition of exports. 

“When assessing wage and employment cost trends, one faces the same consid- 
erations that affect price comparisons, plus others; for example, the need to take 
account—at least in a rough way—of the rising cost of fringe benefits, or social 
charges as they are called in Europe. 

“For the period 1938 to 1959, the rise in average hourly earnings plus social 
charges, in manufacturing industries in the United States, was exceeded by that 
of the United Kingdom, France, Italy, Japan, and Sweden, but was slightly in 
excess of the increase in the Netherlands, and roughly the same as the increase 
in Germany. Since the international base date, 1953, the rate of increase in the 
United States has been exceeded by all of these other countries, although the 
increase in Japan was very similar. 

“* * * Tn national currencies, 1938-59, the U S. increase in earnings and social 
charges was smaller than for any of the other countries mentioned except the 
Netherlands. As modified by the changes in foreign exchange rates, the increase 
in the United States was exceeded only by that of Japan. For the 1953 to 1959 
period, the U.S. increase (whether measured in national currencies or adjusted 
to dollars) was less than that of the other countries, but close to the Japanese 
increase. 

“The pictures changes again when account is taken of changes in output per 
man-hour. All of the data used in international labor cost comparisons are 
necessarily crude; additional questions arise concerning strict comparability of 
data and methodology between countries. For example, an index limited to pro- 
duction workers may show a much greater rise than one which applies to all 
employees. In the United States, we have found that over the 10-year period 
1947-57, the production worker index rose 43 percent, the all-employee index 
only 31 percent. It is possible, for the United States, to make both types of 
comparison and to compare unit labor cost trends for all employees with one 
group of countries, and unit labor cost trends for production workers with another 
set of countries. Even so, strict comparability is not attainable, since some 
countries have only man-year data. 

“In terms of national currency comparisons, the rate of increase in unit labor 
costs in U.S. manufacturing industries, over the period from 1938 to 1957, was 
lower than that in the other countries. Since 1953, U.S. unit labor costs in manu- 
facturing increased less than those of the United Kingdom, the Netherlands, and 
Sweden, but more than those of Italy, Japan, and France; the rate of increase 
was about the same as West Germany. 

“When expressed in dollars, the U.S. increase in unit labor cost becomes a 
relatively higher increase—close to that of France. For the 1938-57 period, 
the U.S. increase exceeded that of the United Kingdom, Japan, the Netherlands, 
West Germany, and Sweden, and was close to the increase in France. 

“These mixed trends in the composition of our exports and in prices and labor 
eosts suggest that restoration of pre-World War II patterns of trade is probably 
the most significant feature of the development in the last decade. Whether the 
steps taken by other countries to facilitate this restoration have brought about 
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new changes in structure and created new cost relationships which will reorient 
the pattern of trade in future years is by no means clear.” 

While the foregoing paragraphs bear out what has long been accepted by 
experts, that even the best statistics in this international area are bound to be 
fuzzy, if any pattern emerges it is contrary to that asserted by the Banque de 
Bruxelles. 


It seems to us important that these facts be brought to the attention of the 
members of the Senate committee. 
Sincerely yours, 
CHARLES P. Tart, General Counsel. 
Senator Monronry. We have as our next witness Mr. David J. 
Steinberg, director, International Economics Branch, Corporation for 
Economic and Industrial Researe h, Arlington, Va. 


STATEMENT OF DAVID J. STEINBERG, DIRECTOR, INTERNATIONAL 
ECONOMICS BRANCH, CORPORATION FOR ECONOMIC AND INDUS- 
TRIAL RESEARCH, ARLINGTON, VA. 


Mr. Srernperc. Concern about industrial development abroad is as 
old as the industrial revolution itself, and so is the misunderstanding 
that surrounds it. The lessons of the past ought to be very convincing. 
There should be no doubt in anyone’s ;mind at this late date that in- 
dustrial development in one plac e is not a threat to the older indus- 
trial areas—whether the comparisons are within a given country or 
between one country and another. Rather, it is an ‘opportunity “and 
a stimulant, even if the industries being dey eloped get around to pro- 
ducing the same categories of goods that the older areas have been 
making. 

World trade is mainly between the industrial areas themselves. A 
country that develops industrially raises its income and becomes a 
more important importer of goods of all kinds. Yet the misunder- 
standing continues. We hear charges that industrial development 
abroad means the flooding of the American ec onomy with cheap goods 
made by sweatshop labor; that it means the export ‘of American “jobs ; 
that larger imports and declining exports—or exports not rising as 
fast as imports—are the inev itable result and lead to a loss of gold; 
and that consequently imports should oF restricted. We are also told 
that the establishment of manufacturing facilities abroad by American 
companies means less business for the United States and fewer jobs for 
the American worker. Accompanying such views is a call for import re- 
strictions. These, it is argued, would save American jobs and would 
make the American home market safe for American production in the 
affected products, thus removing much of the incentive for American 

‘apital to set up industrial facilities abroad. 

hese charges add up to a narrow, unrealistic view of economics, 
business administration, and international politics. They reflect a 
misreading of the strength of the American economy, of the economic 
forces that propelled this Nation to its present position as the most 
powerful economy in the history of man, of the nature and reason 
and implications of international investment and international com- 
petition, of the balance-of-payments issue, and a misreading of the 
whole process of economic growth. I think we are confronted here 
with a problem—the pendu Min swings between trade liberalization 
and protectionism—almost as serious as the old pendulum swings be- 
tween boom and bust. 


56266—60——_6 
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There is no denying that we face problems in our ability to compete. 
Perhaps that is the measure of the success of our foreign economic 
policies since the war. There have been warning signals. — are 
still restrictions abroad affecting exports of American goods—farm 
commodities as well as industrial products. There are restrictive 

tariffs and a variety of other obstacles, some very ev ident, others very 
subtle. We are also faced with grow ing efficiency in competing coun- 
tries, more up-to-date methods of trade promotion, and new industrial 
growth both in the older industrial areas and in countries that aspire 
to join the ranks of the industrial producers. 

All of these factors combine to confront the American economy 
with serious and growing competition at home and abroad. Foreign 
producers have certain advantages over their American competitors— 
advantages that are offset in a wide variety of instances by American 
advantages over them. 

What are the implications of all this for the United States? How 
shall we respond? The response—f it is to be a responsible response 
must be a positive one, not a negative one, an expansion of trade, not a 
curtailment of trade, a more rapid adjustment by our economy to the 
more rapid growth of the outside world. This is no crash program 
calling for sacrifice. It should come naturally, for it is the essence 
of the story of American economic growth. 

What is called for is well-expressed in a recent statement by the 
Commissioner of the Massachusetts Department of Commerce (pub- 
lished in the Journal of Commerce of Apr. 21, 1960, p. 1A): 








* * * a state displaying an ability to adapt to change can take advantage 
of foreign developments and welcome expanding world markets as an avenue 
to greater economic prosperity. A highly diversified state economy with its 
great resources in capital and technology must adapt to change if it is to meet 
competition, supply new markets, and avoid economic stagnation. 

The response of Massachusetts to foreign competition has not been defensive. 
Emphasis has been placed, not on protecting preexisting economic patterns and 
attempting to maintain a status quo, but in making readjustments compatible 
with world developments. 

I am pleased with that. statement because (1) it so well expresses a 
sound approach to today’s needs, (2) it is an expression of the policy 
of one of the oldest of our tet ul areas and one that has faced 
serious problems of competition from industrial development else- 
where, both in the United States and abroad, and (3) it is an encourag- 
ing and forward- looking statement from my own native State of 
Massachusetts, whose welfare still claims my closest attention. 

Tf our outlook is to be toward economic progress, the basic assump- 
tion must surely be an expanding home and foreign market. Indus- 
trial grovth at home and abroad—each is a side of the same coin— 
leads to an expansion of interstate and foreign commerce. Keeping 
open the channels of trade and adjusting quic ‘Kly to change have long 
been recognized as indispensable to the development of the American 
economy. 

The same can be said for the development of international trade and 
world economic growth; both are essential to our own economic w ell- 
being. Yet there is so much fear of industrial development when 
it takes place somewhere else. Development in our own Western 
States or Southern States caused concern in the Northeast, in spite 
of the fact that the rising incomes that result from that development 
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eventually benefit all these areas. Perhaps the cause for concern is 
the shorter-term effects of these changes, as against their longer-run 
unplications. That is probably the core of the problem in the inter- 
national area also. 

There may indeed be short-term problems, but their existence should 
not retard the industrial development effort wherever it is takin 
place, or the flow of trade that follows from that effort. We ought to 
deal head-on with such problems, through governmental and nongov- 
ernmental means as appropriate. The framework of such efforts both 
in foreign and domestic policy should be one of expansion—in output, 
in commerce, and in the distribution of the benefits of rising produc- 
tivity to more and more people: including not only inv estors, but also 
workers and consumers. 

From the sounds one hears from protection-oriented people in both 
public and private life one would think we were at the end of our 
economic potential rather than. on the threshold of a new and better 
era of economic progress. They betray a restricted view of the world 
marketplace aa of the overall implications of industrial develop- 
ment in foreign countries. On the other hand, we cannot afford the 
view that since everyone eventually benefits from industrial develop- 
ment and rising income, we have only to wait for economic nature to 
take its course. 

We should want to speed the process of adjustment, not only to make 
the most efficient use of our labor and other resources in the interest of 
more rapid economic growth, but also in the interest of the economic 
and social well-being of those who may be affected adversely by these 
changes and who are not able on their own to adjust quickly to the 
new situation. U.S. imports of goods of all kinds can be expected to 
expand; import restrictions will “be contrary to the national interest 
both economically and politically; and the thrust of economic growth 
in other parts of the world will exert unprecedented pressure on the 
American economy to adjust and to do so more rapidly than ever be- 
fore. These are the facts of economic life in today’s world. 

We can no more afford to wait for eventual progress to justify the 
instances of short-term hardships—however few these may be com- 
pared with the total national picture—than we could afford many years 
ago in the gold standard days to wait for the equalizing flow of gold to 

restore economic equilibrium and put people back to w ork, 

There is a vital need for the most careful, objective analysis of the 
facts of economic life in all of this country’s manufacturing industries, 
mining industries, and agricultural production resources—their 
streneths and weaknesses, their ability to adjust to rapid change on 
their own initiative and using their own financial and technical re- 
sources, and the extent to which outside assistance is necessary, par- 
ticularly assistance from the national and local governments. But 
the framework must of nec essity be the expansion of this country’s 
trade and other economic relations with the rest of the world. Grow- 
ing foreign trade is the only course of international economic policy 
that makes any sense for a country dedicated as ours is to the steady 
rise of the standard of living for more and more of its people. And 
the only kind of internation: al business that, makes sense is a two-w ay 
expansion of trade, travel, services, and investment. 

Gover nment—including the appropriate committees of the Con- 
gress—has an important role to play in the development of such 
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business. It has a responsibility to alert the various sectors of the 
economy to the demands of the national interest; to caution them on 
what should be avoided; to exhort them to greater effort on what 
should be done; to adopt policies that foster the growth of the 
American economy and the inevitably related growth of our business 
with the rest of the world; to obtain the cooperation of the other 
countries of the world in accomplishing these objectives, which are 
important to all of them; and to develop with those countries the best 
possible machinery of international cooperation to prevent a nibbling 
away at the trade and other international business rules and guide- 
lines for healthy economic growth in the community of free nations. 
I may add that such effective cooperation would at the same time 
provide an effective vehicle for countering whatever disruptive trade 
practices—intentionally or unintentionally disruptive—may be at- 
tempted by the Sino-Soviet bloc. 

We have reached a point where, because of the state of the world 
today, the fears of foreign economic development are not only a 
repetition of the discredited reactions of the past, unable to stand the 
test of experience. They are a luxury the free world cannot afford in 
view of alternative ideologies claiming the attention and seeking the 
allegiance of peoples everywhere. 

We would look foolish and lack realism if we felt out of place in an 
industrial revolution—a revolution of production, distribution, and 
consumption—we have done so much to build. To say that the time 
has passed when a sneeze by the U.S. economy induced pneumonia 
in the rest of the world is no confession of weakness. The economic 
vitality of our trading partners is an important part of our own eco- 
nomic strength. A U.S. recession still has serious efforts in many other 
parts of the world. But it is now clear—confirmed by the export 
downturn of 1958-59—that a downturn in the world’s other industrial 
areas is injurious to our own economic position. By the same token— 
confirmed by U.S. exports in 1955-57—rising levels of prosperity 
abroad mean good business for the United States. 

Respect for the strong competitive position of the United States— 
the contagion of our own accomplishments in both production and dis- 
tribution—has inspired new economic arrangements, such as common 
markets, in other parts of the world. We have inspired such develop- 
ments both by policy and practice. If they lead to prosperity for the 
areas affected, and to more trade with the outside world, we too stand 
to benefit. The same is true of other forms of foreign economic de- 
velopment.. They mean increased competition. They pose a challenge. 
But they will create new opportunities. 

Common markets and other uncommon developments, if they are 
to be constructive and bring benefits to all concerned, should develop 
within guidelines set by international agreement, such as the General 
Agreement on Tariffs and Trade. The effectiveness of such agreements 
depends, in major degrees on whether the United States follows a 
policy of freer international trade. 

In years past the other free world nations feared our productivity ; 
now many Americans fear theirs. It is essential that we understand 
what it is that gives a producer in one country a competitive advantage 
over a producer in another country. The difference is much more than 
the type of equipment used and the comparative wage scales. It is 














re 
»p 
al 


FOREIGN COMMERCE STUDY 81 


made up of many other factors such as organization, labor, and man- 
agement skills, and the cost of capital. Mutual fear of one another’s 
advancing productivity and economic diversification must not be 
allowed to bring the free world to an impasse of division and economic 
conflict. Adjustment to change will prevent such a standstill and will 
accelerate the economic progress of all nations. Keeping open the 
channels of trade makes that kind of adjustment possible. 

From the ordinary into the extraordinary: This is the process of 
specialization—a process that has gone on since time immemorial 
and, with the ol sare: revolution, has moved increasingly more 
rapidly as man’s talents have developed. The economic adjustments 
of which I speak, and the expanding levels of international trade 
that are a natural part of international economic growth and that 
make it work, are the very marrow of the process of specialization. 
This process—in the words of the financial editor of the Christian 
Science Monitor— 


is as natural as the dawn. It is natural for nations to trade with one another 
* * * But specialization was always achieved only with and by the striving of 
mankind for something better. It is always a growth out of the ordinary into 
the extraordinary. 

That should be the kind of growth we should be fostering. In fact, it 
is the only kind of growth that makes sense. And it has to hinge on 
the mobility of resources or it will not work; it will not be growth 
at all. 

The mobility of resources is a many-splendored thing. It is the 
shift from the less productive use of land, labor, and capital to the 
more productive use of these so-called factors of production. It is 
the shift from low-productivity, low-wage jobs to higher-productivity 
higher-wage jobs. It is progress from drab designs to the more ex- 
citing variety, from simple tools to special purpose tools. 

Take the tool industry as an example. Foreign producers of ma- 
chine tools have expanded their capacity sonaeniie and are con- 
fronting the American tool industry with increasing competition both 
in the United States and in foreign markets. Is this a threat to the 
American industry? I would not call it that at all, because I do not 
expect the American tool industry to stand still. Industrial develop- 
ment in our own country calls for equipment of growing complexity— 
equipment of a kind the American machine tool industry is especially 
suited to making. (May I pause here to say that I wish I could be 
sure that the growth of the American economy and the reequipment 
of American industry were proceeding at the pace required by today’s 
needs.) Industrial growth abroad will call for tools of growing 
variety and complexity. Foreign producers of tools will themselves 
be able to supply the world market with increasing quantities of rela- 
tively standard equipment, but the pie gets urna iy anaes and its in- 
gredients (laid varied. American firms have not only joined 
their foreign competitors in the marketing of foreign-produced stand- 
ard tools. They hare also set up foreign subsidiaries to make tools 
for overseas markets, and maybe to some extent to sell in the United 
States. What all this means is reduced U.S. exports in certain types 
of machine tools. But need it mean a decline in total U.S. exports in 
certain types of machine tools. But need it mean a decline in total 
U.S. exports of machine tools? I do not think so, and some of our 
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machine tool builders do not think so either. According to the Wall 
Street Journal of March 3, 1960, page 1, one of this country’ s leading 
producers in this field exported 21 percent of its 1959 production. It 
improved its designs of special-purpose tools, particularly for over- 
seas manufacturers of automobiles. American producers of heavy 
presses also have a good export market—and especially in Japan. 
“Hardest hit firms,” says the Wall Street Journal, “are those that pro- 
duce small, standard | tools that are bought ‘off the shelf’ and are not 
fitted for automat ion.’ 

I have given only one example. There are many more. The office 
equipment industry is probably the best example of all. 

Changing Patterns of International Business Growth: 

The pattern of business development is always changing. It, too, 
is a many-splendored thing. American techniques and equipment 
are being purchased by foreign producers; foreign techniques and 
equipment are bought by American producers. “American branch 
plants are est ablished abroad. Such highly diversified arrangements 
are made for a wide variety of reasons. These include the need to 
give special attention to certain markets, to overcome exchange and 
trade restrictions, and to make the most effective use of available re- 
sources—applying those resources to the areas of market development 
where the company’s capital and skills may be employed to best 
advantage. 

The basic assumption is an ever wider range of products and of 
market opportunities. There are many products which a producer 
may want to market in his own country or in foreign markets but to 
which he may not want to commit his research and dev elopment re- 
sources or his production facilities. He will most likely want to use 
these for work where utilization will yield much greater returns. So 
he will import eee products, or arrange for their production by for- 
eign subsidiaries, or for some products buy the techniques and the 
equipment to mae eels in the United States, thus obviating the need 
to use his own funds and skills to develop those techniques or design 
that equipment. The products that may he used as examples of these 
various alternatives range from chemicals to automobiles to aircraft 
to office equipment to outboard motors. For example, see Journal of 
Commerce, New York, April 26, 1960, page i, “Foreign Skills Cutting 
Costs for U.S. Firms.” 

Industria] development abroad means more than the increasing pro- 
duction of manufactured goods by countries just experiencing the 
industrial revolution, and the i increasing production of inc reasingly 
better manufactured goods by the older ‘industrial countries. Indus- 
trial development per rmeates a whole society: its distribution system, 
its outlook on efficiency, and so on. It magnifies the ability to adjust 
to change. But it does more. It eventually—though not perhaps, 
initially—bec omes a liberalizing influence in both economic and politi- 
cal policy. Opening up new horizons, it inspires nation states to co- 
operate more closely with one another to achieve optimum specializa- 
tion of labor, optimum use of resources, the advantages of the mass 
market. The proof of all this is the present-day situation in Western 
Europe. The very change in the trade policies of France is enough 
to prove the point. Here is a country with a tradition of institution- 
alized rigidities in its economy and of a protection—oriented trade 
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policy, through still maintaining trade barriers and economic rigidi- 
ties, now moving toward more liberal policies both at home aut in its 
foreign economic relations. 

And then there is the emer gence of the “Six” and the “Seven.” I 
shall not go into the twists and turns of the policies and tariff-reduc- 
tion decisions of both groups of countries. Each group is concerned 
about the other and the extent of the tariff disadvantage it will con- 
front in its exports to members of the other group. The United 
States is concerned about the tariff treatment of its exports in both 
groups. 

American firms that operate abroad or that want to operate abroad 
face uncertainties as to the location of branch factories. Should the 
plant be in the Common Market area or in the free trade area? Or 
should there be plants in both? There is no standard formula to 
govern decisions with respect to all products. 

The forces of economic liberalism are so dynamic in Western Europe 
today that efforts the being made to step up the pace of the elimina- 
tion of tariffs within the Common Market, and concessions have even 
been made gratuitously to nonmembers. We can get even further 
reductions in tariffs affecting American exports by making con- 
cessions of our own. 

All this adds up to the most significant thrust. toward free trade 
we have experienced in this century. In fact, because it is multi- 
national, it is probably more significant than even the development 
of our own internal free- trade market. There may be enough thrust 
toward economic expansion in Western Europe—and enough 1 imagina- 
tive attention to the need for Government programs to facilitate the 
adjustment process—eventually to force something close to a free 
trading system on the United States and Canada before we are ready 
for it. I submit that we shall have to be ready for it, inasmuch as 
such a drastic change may possibly be the only answer to the w idening 
economic split in the Atlantic C ommunity. To be ready for it re- 
quires much more than the gradual elimination of tariffs and trade 
restrictions of all kinds. It demands a facing up to the implica- 
tions of such a step and doing the things that must be done to make 
such a trade policy shift feasible, Rapid economic growth and quick 
adjustment to changing competitive forees—with Government help if 
necessary—are imper ativ e. 

It is said that one of the many reasons why the United States 
does not look too enthusiastically at the possibility of the Six and 
the Seven getting together is worry about the effect of this fusion, 
and <a common external tariff, on certain U.S. exports to that area. 
It is feared that certain U.S. products will suffer from the disadvan- 
tage of being subject to tariffs—and higher tariffs than previously in 
some countries—while trade within the area will eventually be tariff 
free. If one looks at the arithmetic of tariff changes in the forma- 
tion of a customs union, this apprehension may seem well founded. 
But if the geopolitics of the Western European area permit the full 
exertion of the economic forces already so evident, it may be that an 
omnibus West European area will one day in the not too distant future 

roceed to eliminate its tariffs against imports even from outside the 
integrated area. This should not be too surprising when one con- 
siders the momentum of economic cooperation and integration that 
has highlighted the area’s economic progress since 1947. 
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Trade liberalization seems to generate a momentum all its own. 
The trade limeralization undertaken within the OEEC area over 
a decade ago did not result in the inward-looking trade outlook that 
many American observers had feared. 

I do not think the new regional development, if handled properly, 
will either. I note that Mr. H. J. Heinz II took this view in a recent 
address before the American Management Association—reported in 
Export Trade of March 17, 1960, page 42. At one point in his 
analysis of the Common Market, he said: 


My own feeling is that a Europe in which the trade barriers are coming 
down * * * is bound to be more liberal toward the rest of the world than a 
Europe in which two trading groups face each other unreconciled. Western 
Europe is not so unrealistic as to come to a settlement between the Six and the 
Seven without concurrent measures to lower their external tariffs to third 
areas, for instance to the dollar area. 

The strained relations between the Inner Six and the Outer Seven 
may be only a growing pain in the thrust of a rejuvenated Western 
Europe toward becoming a great new force on the world economic 
and political stage. The United States favors the Common Market 
development and even the acceleration of the tariff adjustments the 
European Economic Community is planning. That may or may not 
be the right policy, but favoring such changes abroad would be un- 
realistic without paralled accelerated attention to our own economic 
growth and competitive position. 

A great deal of American capital has gone into Western Europe 

and a great deal more will go there in the years to come. Referring 
to capital expenditures by American manufacturers in foreign coun- 
tries, the U.S. Department of Commerce reported in its Survey of 
Current Business for October 1959, pages 18 and 19: 
Most of the capital expenditures by U.S. industry abroad are associated not 
with entirely new enterprises, but with the steady expansion of existing busi- 
nesses. Of the $3 billion of expenditures for plant and equipment reported 
for 1958, only about 15 percent related to enterprises established since 1950. 
The latter ratio may be somewhat low, but the order of magnitude 
would remain the same. 

Those foreign countries will expand their industrial base somehow, 
whether or not American capital participates. When American 
industry does participate, it is not only contributing to foreign eco- 
nomic development—itself an opportunity for increased American 
exports—but it is also contributing to its own diversification and 
flexibility of operations. This magnifies its ability to take advantage 
of trade opportunities wherever they are found throughout the world. 

This is no more an exportation of American jobs than was 19th 
century British foreign investment and export of capital equipment 
the exportation of British jobs, or the export of German machines 
the exportation of German jobs. It is essentially an attempt to take 
advantage of special production resources to be found in that area in 
order more effectively to take advantage of market opportunities in 
Western Europe and third areas—opportunities which can be served 
best from plants in Western Europe. Some of these products will 
be marketed in the United States. But that does not mean a net 
displacement of American workers; it is only a displacement of one 


set of products by another set of products—that is, provided that 
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American industry is effective in doing what ought to come natu- 
rally : in shifting labor and capital resources to more productive uses. 

In my appearance before this committee, Mr. Chairman, last Fri- 
day I drew attention to the possibility that if—that if we set up im- 
port restrictions to restrict Imports of raw materials and manufac- 
tured goods from the developing areas of the world, we might force 
the free developing countries into closer economic ties with the Soviet 
bloc. 

There is another feature of foreign industrial development that 
deserves recognition. The less-developed countries seek to expand 
the industrial sectors of their economies. If the advanced countries 
are not ready to accept larger imports of these manufactures and semi- 
manufactures, we must be prepared to face the probability that mar- 
kets for important quantities of these products may be found in the 
Communist bloc. This trade would be tied to the shipment of greatly 
needed capital equipment and other supplies from the bloc countries. 
Our own exports to those developing countries would be affected; so 
would our strategic position. The Russians would like nothing better 
than to open a political gap between the advanced and the developing 
areas of the free world, commensurate with the economic gap already 
so evident. An elaboration of this point was made in my testimony 
before this committee on May 6, 1960. 

The United States has a vital role to play in keeping the free world 
on the path—or better, in putting it on the highway—to economic 
advancement and political solidarity. We must influence the other 
nations in the direction of freer trade and a better deal for workers 
and consumers everywhere. Our own trade policy and economic ad- 
vancement will determine how effective we are. To slacken in our 
growth and alertness, and to restrict imports of either primary prod- 
ucts or manufactures, may be to lose by default not only allies, but 
also profitable markets for our exports. 

It is essential that we understand what industrial development— 
and economic development generally—means both in our own country, 
in Western Europe, in Japan, and in other parts of the world. It is 
vital that we understand where we are, how we got here, and the 
terrain that lies ahead. Lincoln said on June 16, 1858, at the Republi- 
can Party State convention in Springfield, Il. : 

If we could first know where we are, and whither we are tending, we could 
better judge what to do, and how to doit. 

Looking back on the whole sweep of American economic growth, it 
seems to me that “what to do, and how to do it” ought to come easily— 
if only we applied ourselves to trying to understand “where we are 
and whither we are tending.” The new attention being given this 
country’s trade position by both the Senate Commerce Committee and 
the Department of Commerce can be an important contribution to a 
better understanding of the many issues that demand both our earnest 
attention and our intelligent action. 

Thank you very much, Mr. Chairman. 

Senator Monroney. Thank you very much, Mr. Steinberg, for your 
very fine statement. Certainly I believe you demonstrate throughout 
your statement that foreign trade never will be stagnant and that. the 
country that seeks to keep it so will be the great loser in its progress 
and in its standards of living. 
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Mr. Sretnserc. That is correct, sir. 

Senator Monronry. Do you feel there is enough being done today 
in appreciation of this fact, to develop the new, “to seek a new fron- 
tier, to try to be there first w ith the best ? 

Mr. Stervperc. W ell, I think a great deal is being done and I am 
very much encouraged by reports of what is being done. I would say 
that perhaps what “has tr iggered a new and much more vigorous at- 
tention to what has to be done has been the import competition of 
recent years and things like the European Common Market. I think 
we are beginning to face up to this economic challenge. 

Now, whether enough is being done, sir, I don’t know, but I am 
encouraged by the course of some of the things that many American 
companies are doing. 

Senator Monroney. Do you think we are doing enough in the field 
of quality control? We hear all the time—I mean from our agricul- 
tural people, from our other exporters and all that the standard of 
“Made in U.S.A.” that once denoted the highest possible type of prod- 
uct has been impaired ¢ 

In other words, the Canadians will not allow an intermixture of 
their wheat with ours in Great Lakes shipments because the report is 
that ours is so filled with extraneous material. 

The cotton we export abroad is often criticized by our exporters as 
being in a terrible, haphazard package as a result of many careless 
samplings and untidy packaging. 

That in the automobile field, “the testing of a car after it comes off 
the line, instead of the indiv idual testing, that every machine receives 
in many European factories, of 30 or 50 miles trial drive by an expert, 
tested, brought back, and corrected, is done only in one car out of sev- 
eral hundred on the American lines. 

You could go on with numerous examples that you hear and it would 
seem to me that there has been at least several significant losses— 
America is trying to bring back its standards, that we have gone on 
quantity instead of quality and that the attentions of even our great- 
est industries have not perhaps been devoted quite enough to a quality 
product for a quality price. 

Mr. Srernserac. I am not closely conversant, Mr. Chairman, with all 
the particular products that you have referred to. My guess would 
be that we are very much aware—American industry is very much 
aware of this problem today and that more is being done to correct the 
mistakes of the past. 

I think that as far as our exports are concerned, whether exports of 
cotton, wheat or manufactured products, that those in our Foreign 
Service Establishment who have responsibility in the field of trade 
promotion have a real duty, here, to report back those instances where 
American products have fallen down qualitywise. And the Govern- 
ment and the Department of Commerce especially, I believe, has a 
real responsibility here in making these facts known to the particular 
American companies and urging them to do something about quality 
control. Because what is involved here, sir, is not just a matter of 
maintaining high quality of our products and expanding American 
business abroad. 

IT need not emphasize this because it ought to be very clear to all 
of us in this room now, but that the expansion of American exports 
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has become a matter of vital national interest as well as a matter of 
new business for this country. I would say that more attention is 
being devoted to quality control. I think there is a great deal to 
what the Chairman has said, however. 

Senator Monroney. Is there such an organization regarding those 
who manufacture for exports to check on quality control, such as 
there is in the retail trade, we will say in the Better Business Bureau ? 
Is the performance of exceptional quality and standards as carefully 
policed, you might say, by the industry, itself, as we have in the 
field of dealing with our own people in retail trade through the Bet- 
ter Business Bureau and various trade associations ? 

Mr. Sreinpera. I don’t think so, sir. In fact, I doubt it. I would 
say that as we devote more of our attention to foreign markets and 
recognizing that what we sell abroad is not just products that are 
left over from what we can sell at home—products surplus to our 
own domestic market, that ought to be devoting attention to perhaps 
an arrangement like the Better Business Bureau which can see to it 
through its influence—and influence is probably the only instrument 
it would have, and see to it that American exporters maintain high 
quality in the products they send abroad. 

Senator Monronry. It should be an industry activity and not a 
governmental activity ? 

Mr. Srernserc. I would think so, but I should guess there would 
be some kind of governmental participation in some kind of capacity, 
but it should be an industry organization. 

Senator Monronery. Perhaps on bulk shipments of raw commodi- 
ties, just the same as we certify as to oil of a certain gravity or lead 
of certain pureness and all. We should at least in our agricultural 
products, be sure that it measures up in quality with that which we 
are meeting in the foreign trade. 

Mr. Srerneerc. I agree. 

Senator Monroney. Is there any way that our development of new 
and novel production which you mention here as a many-splendored 
thing, the rivalry in the ge meng of the fabulous and fantastic hit- 
ting the market first—which we formerly did. I mean Henry Ford 
put Europe on wheels with the model T. Now, we find Germany is 
putting the rest of America on wheels with Volkswagens and other 
cars of that nature. 

Are we showing any evidence of the pioneer spirit that we once had 
in this field of Yankee trade? 

Mr. Srernserc. I don’t know. As I said earlier, Mr. Chairman, I 
am encouraged by some of the things that I have been hearing. I 
think that we have been slack. I think that we are making progress 
toward correcting the mistakes of the past. 

Senator Monronry. Would this be a fair statement, that during 
the postwar period when most of the energies of Western Europe had 
to be devoted to first rebuilding brick by brick from the rubble, the 
factories, and then through the tedious years of the Marshall plan and 
the reconstruction period, to reequip these plants with more modern 
and efficient precision tools, that we didn’t realize exactly the strength 
of our trade competition that was to be built up and that both the 
management and the labor had become lithe, lean, thin, and hungry 
during this long period and that when those energies were released 
with new plants, new capacities and a new drive, we were just perhaps 
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a little bit overly fat and a little self-satisfied and felt that the quality 
market wouldn’t get away from us, and now we are meeting it full 
score fr aan about 10 or 15 places in the world ? 

Mr. Srernsera. I think that is right, sir. I recently had occasion 
to comment that the haleyon days of the very hard currency and 
the very soft-sell have gone with the passing of the 1950’s and that 
we have now entered upon a new era of the softer currency and the 
need for a very hard-sell in order to at least, maintain our position. 

I would say that the developments like Common Market develop- 
ment are encouraging in many ways and in the sense that these con- 
stitute an opportunity for us to become imaginative and make highly 
sophisticated goods for export to those countries because these are 
countries with rapidly rising incomes and those are our best markets 
in the foreign aid program dating back to my own participation in the 
1950’s, I don’t think we clearly thought through—at least a lot of us 
didn’t clearly think through what the implications were of the foreign 
aid we were giving. And this was a point I made last Friday, sir, 
on developing areas of the world. We are giving them aid and I 
submit no matter how much aid we give them, we are not thinking 
through the implications of what economic development means. It 
means more trade, it means more competition and we ought to face up 
to it. 

Senator Monroney. Don’t we have to go beyond the necessary needs 
of our own country? For example, atomic reactors for power gen- 
eration. Considering low-cost power from atomic energy, we still 
perhaps would be many, many years away from the fact that this fuel 
would be competitive with our low cost primary fuels that we have 
in such abundance, gas, or fuel oil, or coal, but when you consider that 
more than two-thirds of the world is about half the world away from 
these primary fuels, that there is a market abroad, and that those who 
penetrate it first with installations of working reactors that can be 
mass produced and perhaps hooked up in series : to generate this power 
with this fuel, which would be high cost in the U nited States, but very 
low cost abroad, we should be dev eloping things for the foreign mar- 
ket if we expect to hold our place in the sun. 

Mr. Strermnpera. I think that is right, and I think we may be tend- 
ing to lose ourselves, Mr. Chairman, in the arithmetic of the Com- 
mon Market arrangement, the external tariff, and the degree of tariff 
discrimination or disadvantage, and lose ourselves in that kind of 
arithmetic, rather than thinking of the opportunities that are develop- 
ing there and how we can best take advantage of those opportunities. 

‘T think this is the real « thallenge. I think we have to recognize that 
the Common Market in Western Europe is there and whether there 
will be any kind of rapprochement between sixth and seventh, I don’t 
know. But one thing is very certain and that is that this is a dynamic 
area in Western Europe and that we ought to be using our ingenuity 
and our imagination to devise products suited to that kind of economic 
growth. I emphasize this very strongly. 

Senator Monronry. T hank you very much, Doctor, for your help- 
ful testimony, again in this matter. We have been glad to have you 
here. 

We have next Mr. Herbert E. Harris II, assistant legislative di- 
rector of the American Farm Bureau Federation. We welcome you, 
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Mr. Harris to this committee, and we hope you will give us the ad- 
vantage of your testimony on this matter. 

Mr. Harris. Thank you, Mr. Chairman. 

If I may I would like to file our statement for the record and then 
make very brief comments on the main highlights in the statement, 
being conscious of the time and the long period that the chairman has 
been in the Chair. 


(The document above referred to is as follows :) 


STATEMENT OF THE AMERICAN FARM BUREAU FEDERATION, WITH REGARD TO 
FOREIGN TRADE, PRESENTED BY HERBERT E. HArrRIs II, ASSISTANT LEGISLATIVE 
Drrecror, May 9, 1960 


The American Farm Bureau Federation appreciates this opportunity to pre- 
sent some of its views in regard to foreign trade. While due to the committee’s 
schedule it will not be possible to go into detail on all of the factors affecting 
foreign trade, especially in the agricultural field, we will attempt to outline 
some of the main factors to which, we feel, the committee will want to give 
consideration, 

Farm Bureau is a free, independent, nongovernmental, voluntary organiza- 
tion of 1,602,117 farm and ranch families in 49 States and Puerto Rico. Farm 
Bureau policies over the years have recognized the need for high-level, mutu- 
ally advantageous international trade in the interest of a strong economy in 
the United States and in order to maintain our leadership in the pursuit of 
lasting peace. We believe this requires that the United States adhere to a sound 
foreign-trade policy. We support the reciprocal trade agreements program. 

Farm Bureau policies for 1960 state : 

“The Reciprocal Trade Agreements Act is fundamental to the maintenance 
and development of foreign markets for American farm products. It is essen- 
tial that this act be administered so as to create opportunities for expanding 
trade.” 

Our interest in foreign trade is not limited to agricultural exports. We 
believe it is important for our national well-being that all U.S. exports be ex- 
panded. Today our trade program is seriously threatened by our present bal- 
ance-of-payment position. It is imperative that constructive steps be taken 
immediately to correct this situation. We especially urge that the United States 
make strong representations to other countries for removal of discriminatory re- 
strictions against U.S. exports. We would like to emphasize that agriculture has 
more to lose than any other segment of our economy if we are not able to ex- 
pand foreign trade. American factories, equipment, management, and capital 
can be moved outside the United States whenever and to whatever country 
appears to have a more favorable climate for competitive advantage. 

American farmers must continue to produce in the United States under the 
conditions that exist in the United States. For example, wheat fields, cotton 
fields, groves, apple orchards, pastures for dairy cows cannot be moved to 
another country; therefore, it is absolutely essential that both domestic and 
foreign policy take into account the vital stake that agriculture has in expanding 
foreign trade. 

BALANCE OF PAYMENTS 


Attachment I is a table on U.S. balance of payments in 1958 and 1959. In 
1958 our foreign exchange “income” was $4.2 billion less than in 1957 and $1.2 
billion less than in 1956. In the same year our foreign exchange “spending” 
was $300 million less than in 1957 and $1.2 billion more than in 1956. This 
resulted in a gold or dollar “outflow” of $3.4 billion in 1958, compared to an 
“inflow” of $500 million in 1957 and an “outflow” of $1 billion in 1956. In 
1959 the situation worsened and there was a net “outflow” of $3.7 billion. 
Obviously such deficits cannot be allowed to continue. 

Farm Bureau firmly believes that the sound long-range solution lies in ex- 
panded “dollar exports,’ not in trade restrictions. This means that U.S. 
industry and agriculture must keep costs under control and prices competitive. 
It also means that the United States must insist that other countries promptly 
remove discriminations against imports of U.S. products. These discrimina- 
tory restrictions were originally instituted by other countries when they had 
balance-of-payment difficulties. For the most part this is no longer a valid 
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justification and, under the trade agreements program and the General Agree- 
ment on Tariffs and Trade, these countries have the obligation to remoye 
discriminating restrictions. 

It is true that some progress has been made in this regard. However, 
there still remains numerous discriminatory restrictions against American ex- 
ports. American agriculture especially has been placed at a serious disad- 
vantage because of this situaticn. The solution is not increased U.S. restric- 
tions. Unwarranted trade restrictions imposed by the United States can 
only reseult in similar action by our trading partners. The net result will be 
reduced rather than expanded trade in the free world. We believe that the 
General Agreement on Tariffs and Trade can be used effectively to remove 
restrictions and to keep free world commerce based on sound trading principles. 


TRADE WITH UNDERDEVELOPED COUNTRIES 


We believe that the U.S. Government has overestimated the value of aid to 
underdeveloped countries and underestimated the value of trade between such 
countries and the United States. We believe a program can, and should, be 
devised to emphasize and encourage the establishment of small private busi- 
nesses and industrial enterprises in underdeveloped countries. Such a program 
would provide the elementary goods and services needed at the “grass roots” 
levels in these countries, and would make possible greatly expanded sales of 
American products to them. We must bring to the attention of potential foreign 
buyers the multitude of mass-produced, competitively priced products available 
in this country. This would be basically a private activity which would incor- 
porate in our foreign merchandising techniques the element of showing poten- 
tial buyers how to profit by importing U.S. products. We believe that such 
a program could be implemented without additional legislative authority. 
Leadership, initiative, imagination, and commonsense are the elements needed 
for success. 

AMERICAN AGRICULTURE IN FOREIGN TRADE 


American agriculture has a tremendous stake in the export market. The 
United States is the world’s largest exporter of farm products. In fiscal year 
1959 we exported the equivalent of the production of 41 million acres; 1 out 
of every 8 acres of cropland. Wheat, cotton, soybeans, rice, feed grains, tobacco, 
lard, tallow, poultry, fruits, and vegetables are moved in substantial quantities 
to foreign customers. 

Attachment II is a table giving the values of our exports in fiscal year 1958 
and fiscal year 1959. This table also compares agricultural exports to total 
U.S. exports. It will be noted that exports of U.S. food and fiber account for 
over 20 percent of total U.S. exports. This would seem to establish clearly 
that not only does American agriculture have a large stake in the export market, 
but that our total export marketings are intimately related to how successful 
we are on expanding agricultural exports. Therefore, a program which is 
designed to expand U.S. exports and. U.S. foreign exchange earnings must be 
designed with proportionate emphasis on foreign agricultural marketing. 

Unfortunately, U.S. agriculture has become overdependent on Government 
programs. Attachment III gives a commodity and program breakdown of this 
situation. Total agricultural exports in calendar year 1959 amounted to approxi- 
mately $3.9 billion. Over $1.2 billion of this amount moved under direct Govern- 
ment programs such as Public Law 480 and the mutual security program. This 
means that 32 percent moved under direct Government programs. In addition 
to this, many of our “dollar” exports were subsidized by the Government. For 
example, all of our wheat and cotton exports were dependent on substantial 
Government export subsidies. 

There is an urgent need to expand our dollar exports. The need is no less 
urgent to adopt realistic domestic agricultural programs in order to reduce and 
eventually eliminate agriculture’s reliance upon export subsidies. 

U.S. farmers are the most efficient agricultural producers in the world. We 
must work toward programs which will allow us to compete fairly but effectively 
in expanding world markets. We must be prepared to deliver quality products 
that are competitively priced. We must develop mechanisms through which such 
products can be vigorously merchandized. For example, one of the recommenda- 
tions of the President is to make fuller use of international trade fairs, trade 
missions, and other promotional means to stimulate the interest of foreign buyers 
in U.S. products. We would hope that in the future when Congress provides 
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funds for U.S. participation in international trade fairs, it will allot an equitable 
share of such funds for participation by U.S. agriculture. 


FARM BUREAU’S FOREIGN TRADE OFFICE 


Approximately 1% years ago, Farm Bureau established a foreign trade office 
in Rotterdam, Netherlands. Completely financed by Farm Bureau, this office 
is designed to expand trade with Western European countries. It provides 
Europewide market information for U.S. agricultural products and can give 
specific recommendations regarding European contacts, brokers, and forwarders. 
It assists in arranging and coordinating promotional activities for U.S. farm 
products and it watches closely the developments in the European Economic 
Community. 

Farm Bureau believes that the export market should be considered always as 
a segment of our total market, not something extra and unrelated. Our Rotter- 
dam office has demonstrated that the quantities desired usually exceed the ability 
of a single producer or processor to supply. We intend to dedicate a great 
deal of effort toward organizing and improving our export sales techniques and 
methods. In the absence of artificial Government restrictions, U.S. agriculture 
has a large potential market in Western Europe. 


AGRICULTURAL TRADE RESTRICTIONS 


There are numerous foreign countries which still subject agricultural imports 
to import licensing. Several of these countries have restrictive policies in regard 
to the granting of such licenses. We believe that greater emphasis should be 
given by the U.S. Government in seeking out the removal of such restrictions. 
For example, Australia, Austria, Belgium, Denmark, Germany, France, Italy, 
Japan, United Kingdom, and the Netherlands have restrictive import licensing 
controls on one or more of our important agricultural exports. We earnestly 


hope that our U.S. representatives will make every effort to obtain the removal 
of such restrictions at an early date. 


EUROPEAN ECONOMIC COMMUNITY (COMMON MARKET) 


Farm Bureau is gravely concerned over proposals being made by the European 
Sconomie Community which we believe will have the effect of seriously restrict- 
ing opportunities for sales of U.S. agricultural products in the Common Market 
countries. For example, a European Grain Bureau has been proposed which 
would have the authority to exercise almost complete discretionary control 
over imports of grain into all Common Market countries. This Bureau would in 
effect determine the annual “needs” of the Common Market countries and 
through an import licensing procedure be able to decide on how much grain 
would be imported to supplement the production within the Common Market. 
This would have the effect of making the United States, as well as other non- 
Common Market grain producing countries, residual suppliers. In addition, this 
Bureau would be authorized under the general proposal to set target prices 
for all grain produced within the Common Market and to apply an equalization 
fee, based on the difference between world market prices and this target price to 
all imported grain. Such an equalization fee could have the effect of denying 
to American agriculture any opportunity to compete pricewise with Common 
Market production. This proposal is obviously based on a philosophy of self- 
sufficiency and is inimical to sound foreign trade policy. 

As stated previously, Western Europe is an extremely important market for 
American agriculture. Should such a grain bureau be established with this 
authority, this market would be seriously jeopardized. 

Attachment IV presents the U.S. exports of selected agricultural commodities 
to each of the Common Market countries during fiscal year 1958 and 1959. Total 
exports were in excess of $791 million. This represents an extremely important 
segment of our dollar export market. The Common Market has published a 
duty list which includes many agricultural items. Many of these duties have 
been based on an arithmetic average of the duties in force in the six countries 
forming the Common Market. Such an average does not take into consideration 
the volume of trade to the individual country. In other words, those countries 
which normally have been customers of U.S. farm products tended to have low 
duties. Countries which normally have not been customers tended to have 
high duties. The result of taking an arithmetic average is to substantially 
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raise duties on imports to our normal customers. We have tried to analyze 
this effect. Attachment V presents the situation in regard to six of our im- 
portant export commodities—wheat flour, wheat, corn, barley, tobacco, and 
poultry. For example, the Common Market countries imported over $385 
million worth of wheat from non-Common Market countries in a representative 
year. The total duties collected by all six Common Market countries on these 
imports amounted to $17,682,000. This indicates a weighted average duty of 
4.6 percent. The proposed Common Market duty for wheat is 20 percent. This 
is in excess of a fourfold increase in rate of duty. 

We believe that the European Economic Community can contribute to the 
growth and development of Western Europe if its policies are designed to reduce 
trade restrictions and expand international trade. It can expand outlets for 
U.S. farm products by broadening markets and increasing the purchasing power 
of the nations involved, provided that it does not discriminate unduly against 
outside products. For the Common Market to accomplish this, obviously it 
must make major revisions in its proposed policies. The U.S. program for ex- 
panded exports would be seriously jeopardized if such revisions are not made. 

We believe that the forthcoming sessions of the General Agreement on Tariffs 
and Trade are the most important trade negotiations in which the United 
States has engaged since the inception of the reciprocal trade agreements pro- 
gram. The United States has made concessions in the past which have been 
advantageous to other countries. Many of the concessions we have received 
in return have been negated by trade restrictions instituted by other countries, 
usually on the basis of balance of payment difficulties. Many of the restrictions 
which remain apply to U.S. agricultural exports. It is imperative that these 
trade restrictions be removed promptly. GATT provides the mechanism. The 
U.S. delegates should use this mechanism to effectively and forcefully attain 
the abandonment of these restrictions. The success of these negotiations will 
largely determine the future of our trade agreements program. 

We recommend that the committee’s report strongly reflect these views. This 
could provide a significant impetus and direction to the U.S. delegation. 


ATTACH MENT I.—U.S. balance of payments, 1958 and 1959 


{In billions of dollars] 











U.S. expenditures abroad: | 








U.S. imports__-_-- Lie ena dbntnmsgered Faas tng svhip wiphadeh-a adeidegtced clyde lanl an 20.9 23. 5 
pie call notice) ili to eho uote eal ons 12.9 phy 15.3 
Serviaes andl mnilitory OxmesmGitires ws. - nn. . os cndn ewe ens ocwctnintconsscs 8.0 8.2 
I i miaaend RB 8 
Government grants and capital outflow (short-term net)*+__.......----- 3.2 2.9 
wees Cees cameos (ON 5. in) os rk ue 2.8 2.3 

a te ee ena bens aoc Seeks aeeieeiainn meen eamedneiaa 7.6 29.5 
Foreign expenditures in the United States: au ot 

ST NO wel icin cineonnionnmiaeendepdanigs omen dudijergeatinynsennteetsieapeniiel 23, 2 23.4 
Merchandise-.............-... Di cethidudhaavese Jesesd bJadbchethe diamond 16. 2 16.2 
Services and military DONOR, isc detsia = ddan tcbes dbs shisscdeleasennceseeblds 7.0 7.2 

NE ea ee ee ee .6 ; 1.0 

Foreign long-term investments in the United States_...................----- .0 .5 

Transacticns unaccounted for (met)... ..-...- 2. 224-222 - o-oo seen wee c ened 4 9 

Ege shen so cdbene ss i eee celebs hcettteoe saccade Neto saat aiid daa 24.2 "25.8 

Increase in foreign gold and liquid dollar assets through transactions with the 
United States _- i nici aiaphaitts Ue dcetang ete ins ibe Bcnbiine ah 3.4 3.7 
Of which U.S. “gold ‘exports ib ee el oe aan ete san nane 2.3 oa 
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ATTACHMENT II.—U.S. agricultural exports under specified Government-financed 
programs, exports outside specified Government-financed programs, and total 
agricultural exports, value, calendar year 1959 


(In millions of dollars) 
































Public Law 480 | Total Total 
cnccnicidabiaiaisienibacemmaelaiae nail | agricul- | agricul- 
| Public | tural tural 
5 be Title II, Title III | Law 665,| exports | exports | Total 
Commodity | Title I, | famine |__| see. 402 | under | outside | agricul- 
| sales for and | Eig ove | jand eco-|specified|specified| tural 
| foreign other Foreign nomic |Govern-|Govern-| exports 
|Currency| emer- | a Barter?} aid? | ment ment 
gency | 10nS pro- pro- 
| relief grams | grams 4 
ee ene _—— — —|—— ———E — iepedsbaepdeen: Erenneptanginiaiiadsl 
Wheat...........--------- -- | 359. 6 38.8 1.5 46.1 | 29.9 475.9 139.2 615.1 
agg flour... ...5..-.---.--- | 25.9 | 4.9 50.9 pens 5.8] 87.5 67.0 154.5 
te ne Sela Seem ee sine sisal tinip immed eth» Renistinatsseiad 1 6.6 6.7 
Corn, except SN tbdnncosnk | 23.5 a 7 | 28.6 Bo 54.0 230. 4 284. 4 
Grain sorghums- ...--------- | 11.8 | Ee 16.2 3 32. 2 83.8 116.0 
DNs nicnedabeaateawonns --| ll seinen Rietcann icone iL cnsiaphictianeanion 2.3 28. 5 30.8 
nee wrivares acai na iene nis | 22. 2 ee Vekemanene 9.7 peer es 34.8 86.3 121.1 
| PT LT See RO bisa cscaanasintdis 12.0 1.6 j 
Wheat and rye products, . — 
DM Onwacccusacweneusicens: OW keen acietes teradiaamadselececiceiic ns aia a 14.3 
eS 34.9 | Be 1.6 | 5.6 a 44.5 57.9 BR -. 
hs | 793.3 | Ba Readetnaicee | 1732.7 65.4 | 192.4 252. 8 445. 2 
Tobacco, unmanufactured...| 40.5 |---------|-------- 11.3 3.5 | 55.3] 290.9 346. 2 
—- ------+-------------|---------|---------|--------- 10.1 15.9 26.0 255. 5 281.5 
OG. .nnnqubedqGGacsanecnlsenndacnainabanan a lnvcenuoneisessconee : on 26.9 27.0 
Lard et naan adinbois sede eiecere wastes Beh alemannewsaliaaaeeaeaare Botaomeaas .6 .6 59. 6 60. 2 
Tallow, edible and inedible_.|..___- = otawaws a 3 8.1 8.1 95.0 103. 1 
Soybean oil_..-- aan 81.. |-.-- oiled cn aba 6.5 7.7 14.1 101.8 
Cottonseed oil__- a | 25. 1 7 in peices date 8.6 25. 7 43.3 69.0 
I SS OO eB ad 4 5 Rcmensnniiiemiaeidde Eanes (5) (5) 1.3 1.3 
NE CDi 6 on SADC Bencinnsin} bernahonan iioknes tuipenGaakeia ceded a 1 1.9 2.0 
Oileake and meal_...-_....|-..__- aa aaa Renedincohwits 1.5 1.5 51.5 53.0 
EE GN. CCD Ein an on ec ulenccscann Sts caninciicens ahaa gce-aarmiinsnabaiadk acs ~ 1 11.5 11.6 
Milk, evaporated and con- | 
densed ah o-2-20s------- a NO ec alccsstniasiailatn asia ceciaacianaiih 9.8 10.4 10.7 21.1 
Milk, whole dried_...-_.---. (8) |-----~---|---------|-0------ on on 13.7 13.8 
Milk, nonfat dried._..._.---- 3.7 1.6 40.0 4.2 2.5 52.0 14.8 66. 8 
RRS TS: fo ee eee -2 1 3.3 (5) 3.6 2.1 5.7 
ee ba ec Ata desde oe dn Sl nc | 6.5 2 | 6.7 3.4 10.1 
Butter oil, anhydrous milk | | 
fat and ghee___-_..---- 5 (5) sk Bi on eee Ree | (5) 2:4 23 
Infants’ and dietetic foods OP . Diavacgiacteovsiwen caneiiekncace 2) a 9.5 9.8 
Spee is te Gere...) neon Soares ae EIS 23:1 2.1 10. 1 12.2 
Poultry, fresh or frozen----- Fi Wo iccereinecashicncs | teint inna Ae oe a eee aes | 2.9 30. 4 33.3 
Hides and skins Sea a Radice i as cl iibsincniag'aee beet mal 3.3 | 3.3 59. 5 62.8 
Seeds, other than NM EEE IM aa: (5) (5) | 19.9 19.9 
Beans, dry edible, except 
Ts ae elndl latices BeBe citadel ——e Descartes 3.3} 31.6 34.9 
Fruits and juices, fresh, | | | | 
frozen, and canned etek : ohcnoul Rhbeanmlew ene .7| 205.4 206. 1 
Weest: except iastid. :.......}........- = ee Side aieacrall oat 1 | 1.6 1.7 
Crude rubber and _ allied | 
DAs ciesinies alleles +04 Doiianpininiees S ssiceweracaitieiins Ss eeaccami ain 1} a a 2 
ee, TOE GRE TIRES oo Fanti aidnse tuddecends alesse a ail | (5) | (5) | 3.9 1.2 
Other agricultural commod- | | | 
ities... ESR ST Eee Bs ‘eitialeddeut | 486.7 486.7 
— | ee — = - anes a = 
Total agricultural ex- 
ports - .. ssaual 729.6 55.7 | 106. 8 176.4 | 158.1 | 1,226.6 | 2,722.7 3, 949.3 








1 Foreign donations are authorized under sec. 416 of the-Agricultural Act of 1949 and sec. 302, title LII, 
Public Law 480. 

2 The barter program is authorized under the Charter Act of the Commodity Credit Corporation; sec. 303 
title LII, Public Law 480; and other legislation. 

3 Mutual security programs, principally under sec. 402. 
cluded when not reported separately. 

4“ Agricultural exports outside Government programs’ include, in addition to unassisted commercial 
transactions, shipments of some commodities with governmental assistance in the form of (1) short-term 
credits, (2) sales of Government-owned commodities at less than domestic market prices, and (3) export 
payments in cash or in kind. 

5 Less than $50,000. 

6 Bulgur wheat. 

’ Title I based partly on vessel bookings and barter based on invoices to contractors during } eriod 


§ Includes $1.2 million under sec. 402 and a downward adjustment for a prior year of $0.6 million under sec. 
550. 


Expenditures for ocean transportation are in- 


See descriptive FAS statement of Aug. 9, 1957, entitled “Explanatory Notes on Reports of U.S. Ex- 
ports Under Specified Government-F inanced P rogr rams,’’ for details on sources and comparability of data. 


Source: USDA, 
56266—60———-7 
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ATTACHMENT III.—Summary table: Value of foreign trade, year beginning 
July 1, 1957-58 and 1958-59 * 


[In thousands of dollars] 


Commodity or commodity group 








Year beginning July 1— 








1957-58 1958-59 
a = ———| a 
Exports (domestic): 2 

I ROR er, nent smemacdusdunaelousttees 112, 985 85, 217 
NE IN aE, enews enceualaban-sleescjucumcens| 13, 209 | 18, 617 
ee I eres, ok bad bacbabemenctusbeenbusdtghiacioswahbecs 70, 142 82, 603 
es Senne I FOMNOSTOGL. 6 S25. 5... Soe bek akuseen dowa sccm eck 161, 153 158, 266 
ORIN 2 Sos 6 ee ee ee ee 840, 973 412, 753 
I ae ede eaeaoek 262, 077 228, 939 
eo a cal aie nn ie tell 1, 212, 075 1, 401, 427 
SESE SS er ee eee ee ee 5 Seta endeba ied 239, 440 260, 729 
ee CO . naninmiguslldnemn tacnes fled cnt 173, 517 164, 020 
De sd cea ln ibis pe ena neers 342, 956 350, 212 
ETON nd na etn een twain aire 120, 435 134, 947 
POOt Geer eed far Corset OF GRIMTICY. oii. gnc ence ki cen c iS icicncnk 167, 500 126, 147 
Ih an nelicaliniosdiablediemoenaiiibns acd aah 286, 510 294, 833 


Total agricultural 


Imports (for consumption): 
Supplementary: 3 


I B85 Bo SESS bb dbacceencuadsieeecebtesate 123, 065 
id lo ak ene abe amcdaaaeen 42, 902 
a Seeing aacupieey 46, 850 
I ee oe eebaatahunenene } 228, 246 
Wool, unmanufactured, excluding free in bond -__.._....-.-_....-..- 88, 923 
Si Tl ht cieee anata ncadsaeeaaeenbal | 52, 903 
I i csudacpesacinin ieee ak -| 22, 145 
PE EE INIIINID Sono dnccqcusctceccnssccksacce euticharethcadeewares | 64, 172 
Grains and preparations. --.................----- il saiecniledlecdnitieb ital i aati | 83, 531 
PURINES ORIGIN nos sncndinenhebacneomswcpunhicn ee | 60, 489 
Te cabienpicbin Bes diese” 53, 430 | 
Se GUNN concede cduads ate cahenameseese nen 91, 934 
NR ee OS Sk ed bubetniddenemnabadettanasatt 492, 033 
FI Ee oe os niece sadasetaannel 89, 186 
WEE ROIs ONG DICPUTRHIONS.. 6.5 a 50 oe Ses edi esc nga cciecsccd! 74, 248 


Other supplementary-.............--- 


Total supplementary _____- 


Complementary: ? 


I te biiisincnmaleripoons aceianiaies 
Wool, unmanufactured, free in bond, 


Bamanas.........-. 


Coeoa or cacao beans 


Coffee (including into Puerto Rico) 
Tea 
Spices, complementary 
Rubber, crude 
Other complementary. 


Total complementary 


Total agricultural 


Total, all commodities..............--- 


Total, all commodities_..........-. 


4, 002, 972 
18, 741, 173 


—_——_——$—_____.___ 





pe  dbssoacisdbeucuweviaiegt Line, te 


piel icadadinbioth agi siniieemila | 20, 040 


se ceiitisie gp ccinccmtatin de dake 84, 251 
sapuemnsteduenes 69, 434 


oe ee ee ee 162, 023 


1, 282, 050 


ah dingbat Pama ariniceiel 45, 119 
iii nillcedel adie lenges tabcicdamiads 27, 755 
ahi ieee inimiaibanitakeacahiaee 299, 049 
inh i inininetairs ected nina’ 115, 546 


2, 105, 267 


12, 691, 999 


209, 864 


3, 718, 710 
7, 283, 138 


144, 284 
46, 977 
72, 328 

379, 396 
95, 128 
24, 873 
25, 509 
73, 996 
52,779 
64, 702 
62, 926 

102, 161 

504, 573 

100, 925 
67, 503 

210, 866 


1, 975, 093 
4,004, 019 
13, 895, 155 





woke ncaa 3, 929, 188 





1 Preliminary. 
2See par. 3, p. 2 


8 For definition of supplementary and complementary, see par. 4, p. 2. 


Source: USDA.; 
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ATTACHMENT IV.—U.S. exports of selected agricultural commodities to the 
Common Market countries, fiscal year 1958-59 


[In thousands of dollars] 




















| 
West Nether- | Belgium- 
Commodity Total |Germany| France Italy lands | Luxem- 
bourg 
| 
Wheat and flour..........................] 62,750 | 26,850 5,696 | 3,006 19, 561 | 7, 637 
aeiied 0st. a 215,064 | 48,910| 2.644| 6.770| 103,522| 53,218 
CR 155 dnnndastenGépeednedanes 86, 163 17, 818 36,250 | 23,456 3, 234 | 5, 405 
i acer wok ca cnaeaenneiosalindee | 89,140} 55,832 | 4, 998 10,150 | =10, 506 7, 654 
NN ii. kink th bdidduabiebdase’s ...| 76,679 | 29,317] 5,095 2,832 | 30,659 | 8, 776 
Fruit and vegetables... ................-.. 50, 801 24, 922 3, 217 | 1,079 11, 752 9, 831 
OE SONY . . .«cabucanuedss Se ates | 39,644 | 7, 266 18 | 22,331 8, 680 | 1,349 
NIN WE, ele cd nadinbiphnncuseiemels -| 33,802) 15,236 66 | 9, 055 9, 295 150 
 tidhoinciyeecieasnunebsaainaetprririans 2, 116 | 1, 388 16 126 432 154 
en WON. sores sd cheek 3, 457 | 139 25 2, 785 8 | 500 
Cattle and beef_-_.--- ikccbhanwkaomans awa 292 39 67 99 22 | 65 
EE Nd cdincaawddintnnndsmetuceren | 703 441 | 20 2 227 13 
I COE, cudnt duddensmasemenwet 9,015 7, 434 5 135 1, 056 385 
SNE. 3-12. angina acewdaaatedeigunaeeeukenrs 2 0 1 | 0 0 1 
hs a6 45d be i | 121,729 | 37,987 6, 591 23,743 | 43, 495 9, 963 
OG cdi dn wcebin Leak isaes 791,366 | 273, 538 64,709 | 105,569 | 242, 449 105, 101 
i \ 














Source: U.S. Department of Agriculture. 


ATTACHMENT V.—Common Market duties—Selected agricultural commodities 





] 

Total 
duties 
Value of | collected in 
imports | Common | Weighted | Proposed 
Commodity from non- Market average duties 
Common | countries duty? (list F) 

Market | on imports 
countries ! | from third 

| country 








Thousand | Thousand Percent Percent 
WORE SU... anncnacn ee ichamaenenens atebenoncal $6, 657 $360 5.4 30 
ME Se Ss t,t ident Budde teldn ddccwatebidedindl 385, 047 17, 682 4.6 20 
RSPR ae benbdh ibndigeraleenegiamdiipmminel 162, 642 745 1.25 4(7) 
By ht ehis otiM a eblenin ket diianidadcnds plaka 167, 667 701 .4 13 
Tobacco..-...-.- st elie ajtt chp dittattie soda linea ecient 193, 623 35, 552 18, 4 30 
Poultry, fresh, chilled, frozen......................... 19, 779 2, 496 12.6 18 


1 Recent years. 


2 The weighted average duty is the total value of the imports from non-Common Market countries divided 
into total amount of duty collectible on such imports based on duties in effect Jan. 1, 1957. 


STATEMENT OF HERBERT E. HARRIS II, ASSISTANT LEGISLATIVE 
DIRECTOR, AMERICAN FARM BUREAU FEDERATION 


Mr. Harris. The Farm Bureau represents 1,602,117 farm and ranch 
families in 49 States and Puerto Rico. We represent producers of 
every type of agricultural commodity produced in the United States. 
We have historically had a firm belief that foreign trade was ex- 
tremely important to the well-being of the country and to the well- 
being of the American farmer. We have supported reciprocal trade. 

We believe that the trade agreements program is sound. We recog- 
nize that agriculture has more to lose if we are not able to expand 
foreign trade than any other segment of our economy, American 
factories, equipment, management, and capital can be sent overseas. 
There is no way to send our wheat fields, our groves, and our cotton 
fields overseas. 

_ We have to produce in the United States. We are also an export 
industry. We must produce in the environment and under the con- 
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ditions that exist. Now, we are not just interested in foreign trade as 
it affects agricultural exports. We are familiar with, and we have 
tried to analyze our balance of payments problem. This balance of 
payments pr oblem has given impetus to trade restrictions and protec- 
tionism. 

To the extent that such factors are successful, we feel that our possi- 
bilities of expanding agricultural trade are placed i in jeopardy. 

We hope that this ‘balance-of- payments problem can be solved 
through expanded exports and we feel that the General Agreement 
on Tariffs and Trade provide us with a mechanism to solve it if we 
use it properly. 

We have had a program called Public Law 480 which has tried 
to use our agricultural surpluses to develop agricultural trade and 
to help underdeveloped countries. 

Unfortunately, Mr. Chairman, the continuance and expansion of this 
program has had the effect of placing agriculture in the position 
where it is too dependent on Government programs. Last year, 32 
percent of our agricultural exports moved under special programs of 
the Government. 

Now, looking toward the underdeveloped countries, we have placed 
ourselves in a position where it is going to be very difficult to expand 
commercial exports unless we change some of our policies. We have 
to recognize how dependent agric ulture is on its export markets. We 
say in our statement that 41 million acres, or the equivalent of 
the production of 41 million acres of cropland, moved overseas 
last year. But these exports are not important only to agriculture. I 
have the feeling after sitting here today that this fact is not completely 
understood. When you consider that our agricultural exports amount 
to 21 percent or our total exports, and when we also consider the fact 
that our agricultural imports are about 21 percent of our total im- 
ports, we see that agriculture is in an especially significant position 
as far as foreign trade is concerned as well as to the future foreign 
trade policy of this country. 

I don’t think industry wants to lose U.S. agriculture as an ally in 
the struggle for a stronger foreign trade policy. As developments 
continue, as we have seen them continue today, they run the real risk 
of this happetning. After all, when we understand that 32 percent of 
our agriculture exports are not earning dollar exchange, we must 
recognize it is a serious condition. 

Now, private trade has a real responsibility in this overall struggle. 
The Farm Bureau, I think, has recognized that responsibility in estab- 
lishing an office in Rotterdam, a foreign trade office, which is there for 
the specific reason of expanding trade between Western Europe and 
the United States. 

We also have recognized many of the problems that you have pointed 
out, Mr. Chairman, earlier today. We havea lot to learn in the export 
field. The Farm Bureau hopes before too long to have established 
an export corporation which will start taking care of some of these 
problems that we have in the export line. 

Many of the problems concerning quality exports, for example—and 
some of them are not as bad as they used to be, thank goodness—are not 
the result of the initial supplier, but the result of brokerage operations, 
that tend to intermix good quality commodities with poorer quality 
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commodities. We want to develop more direct supplier-customer rela- 
tionships, working toward a long-term trade relationship. The very 
nature of such a relationship would correct many of these problems 
of quality. 

Senator Monroney. In connection with the poor quality conditions, 
many of my farm leaders say they think we are perhaps overorganized, 
and have too many middlemen in between the producer and the receiver 
of our goods overseas; that the gap in between is so great that we take 
a high cost agricultural commodity and before it can reach the market 
overseas it has been overpriced by additional processing, brokerage, 
and various other things. 

Mr. Harris. Well, Mr. Chairman, I don’t think this could be de- 
scribed as a process of overorganization, I think it is a process of 
underorganization. I think it is a process where agricultural pro- 
ducers have depended on agents and brokers to handle export opera- 
tions when perhaps producers should be thinking more of handling 
those operations themselves. I think we are depending on people who 
are not necessarily interested in selling American farm products, but 
on making a certain transaction at a profitable price—at the most 
profitable price that they can obtain. 

In other words, we don’t necessarily have our own people selling 
our own products. 

In this whole process of trade negotiation we fear not enough em- 
phasis has been given to the removal of agricultural import restric- 
tions in other countries. A great many of these restrictions—many of 
them discriminatory—still remain. We have listed countries in our 
statement which have discriminatory restrictions on at least one agri- 
cultural product. Several of these countries have such restrictions on 
many agricultural products. 

Now, I would like to move to the European Common Market de- 
velopment specifically, and express the Farm Bureau’s grave concern 
as to some developments within the Common Market. 

Proposals have been made to establish a Grain Bureau within the 
Common Market countries. This Grain Bureau would be given au- 
thority to establish target prices for grain production in the Common 
Market countries, determine an annual supply need of some sort, and 
then make a determination as to how much imports all the Common 
Market countries would require. To that extent the United States 
is put into a residual supplier position. 

After the production of grain in every country of the Common Mar- 
ket is used up within the Common Market, then we can try to sell our 
grain. Then the proposal is to have import licensing authority given 
to the Grain Bureau, so that they can control such imports by the is- 
suance or withholding of licenses. 

An equalization fee based—and I emphasize “based” because that 
is the word they use—on the difference between the target price within 
the Common Market, and the price at which we are selling, will be 
applied to the imports. This immediately removes any element of 
competition as far as price is concerned. 


[ understand that probably the proceeds from such an equalization 
fee will be used to finance the domestic program. 

I believe this is even going to apply to poultry. They will work out 
an equalization fee based on feed grain costs to poultry. So to many 
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agricultural products there will be a complete philosophy of self- 
sufficiency, placing American farmers in the position of being residual 
suppliers and being in a position of not being able to compete for such 
markets. 

Now, other folks can look upon such a development calmly and view 
simply the political conditions, and other conditions, and say, “Well, 
maybe this is a sacrifice the United States must make.” 

Representing American agriculture I cannot take such a calm atti- 
tude toward this. I do not believe this is in the best interests of the 
Common Market, I do not believe it is in the best interests of the 
relationship between these countries and the United States, nor do I 
believe it is in the best interests of the American farmer to see this 
development transpire. 

I would like to refer to attachment 4 of my statement to indicate the 
tremendous importance of these Common Market countries, as cus- 
tomers of the American farmer. You will see that last fiscal year, 
over $791 million worth of American farm products were sold to 
these six countries. Almost all of these sales were for dollars. And in 
this day, dollar sales are especially valuable to us. 

I won’t go into detail, but you will see from this list that there are 
many of our principal agricultural products, that depend on this 
market for a substantial part of their sales. 

Now, if I may, I would like to turn to the last attachment and point 
out one of the really unfortunate developments in the tariff structure 
of the Common Market, as we see it. We have listed six products that 
are important to American agriculture—wheat, wheat flour, corn, 
barley, tobacco, and poultry—there are others. We just happened to 
chose these to figure out a weighted duty average. 

I would like to emphasize, Mr. Chairman, these are not guesses. 
What we did was to take the total exports of these farm products to 
the six Common Market countries, take the total custom receipts in 
these countries, and obtain the percentage to come out with a weighted 
average duty. We compared this weighted average duty, which is 
really the effective tariff which we are now undergoing with our 
customers in Western Europe, and compared it to the proposed duties 
under the Common Market for these commodities. 

Wheat, for example, has now a weighted average duty of 4.6 percent. 
Under the Common Market proposal this will go up to 20 percent. 

Tobacco, now 18.4, goes up to 30. 

Poultry, now 12.6, goesup to 18. Thisisa 50-percent rise in effective 
tariff rate on a product on which we have spent the last several years 
working hard, as far as market development is concerned, and a prod- 
uct which we feel has a very large potential market in Western Europe. 

Developments like that cannot help but be of grave concern to the 
agricultural industry. I would like to conclude by saying that we feel 
that the upcoming session of GATT, which is to concern itself at least 
initially with the removing of restrictions which we have already 
paid for through previous concessions, is the most important session 
since the inception of the reciprocal trade agreements program. 

I think the whole future of our foreign trade policy in this country 
is dependent on how successful we are at this session in convincing 
the other countries that the time has come for equitable and nondis- 
criminatory treatment of American exports. We feel that this com- 
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mittee can do a very important job if it can instill in our U.S. delega- 
tion the necessity of getting this job done, and the necessity of press- 
ing America’s case hard on this issue. 

We don’t feel that the risk of losing friends is nearly so bad at this 
point as it would be if these important trade relationships were dis- 
rupted. 

I would like to add insofar as agricultural attachés are concerned, 
since this subject came up this afternoon, that we feel they have done 
an extremely important job, and that they should be permitted to con- 
tinue to do so. We feel it is important that in the agricultural trade 
development area, the agricultural attaché should remain under the 
Department of Agriculture. This is not to say that they are not under 
the ambassador in a country. They are now, and should remain so. 
The ambassador has the job of coordination. But as far as agricul- 
tural trade development is concerned, we feel certain they can do the 
most effective job if the responsibility is pinpointed in the Department 
of Agriculture. 

Senator Monroney. Regarding our agricultural attachés and Public 
Law 480, do you not feel that in any of our Public Law 480 sales we 
should reserve amounts up to at least 10 percent for use in market de- 
velopment abroad? That, after all, is very little use for this local cur- 
rency we accept under Public Law 480? We have it piled up and we 
have some experimental programs and maybe we can loan back some 
through the International Development Association, we hope, but the 
direct result of trying to build up and to teach the people of, particu- 
larly the Common Market, that their greatest field of success is in the 
branches of agriculture which have the high labor components—be- 
cause this is where you have a backed-up population surplus on the 
farms. Therefore they should depend on the rest of the world that 
are lower cost producers than they are and have large areas in which 
to grow, particularly grain crops, for their supplies, and that the fin- 
ished product, whether it be poultry or dairy products, or beef, could 
be better utilized in producing these higher types of agricultural 
product. 

In other words, you cannot grow wheat on a 6- or 10-acre farm, 
which is in many of these E uropean countries a large-size farm. You 
still see them swinging the old-fashioned sickle and picking the grain 
up and sheathing it, “and therefore wasting both the land and the 
human effort, whereas these people could be better utilized in livestock 
or beef or poultry production or dairying. 

Mr. Harris. I agree with you, Mr. Chairman, that we should bend 
our efforts toward encour: aging this type of development. I 
wouldn’t want to say that exactly 10 percent of the foreign currency 
should necessarily be set aside in every case for market development 
program. Unfortunately, most of our Public Law 480 transactions 
now are in countries where markets—dollar markets for agricul- 
tural products, are very hard to develop. But I think to the maxi- 
mum extent we can we should remember that section 104 of Public 
Law 480, sets out the foreign currency uses, and that the first subsec- 
tion, 104(a) was agricultural market development. Even though we 
have subsections M, N, O, P, Q, R, S, T at this point, we shouldn’t 
just forget about 104(a), and not realize that this act was called the 
Agricultural Trade Development Act. 
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Senator Monroney. As I understand it, now, the negotiations on 

many of these are setting aside only 2 or 3 percent of the resultant 
foreign currencies for market development. 

Mr. Harris. The aver age is 1.5 percent for market development. 

Senator Monroney. Don’t you think that is entirely too small, par- 
ticularly for products like soy ybeans, and other things? I understand 
certain countries have not only begun to use soy beans for c: uttlefeed, 
and have gone into livestock raising more and more, but are also using 
soybean meal to enrich their bread flour. 

It seems that even on these types of sales, even in a product which 
the country has never used, we are probably wise in sampling those 
countries with Public Law 480 sales even to the exclusion of dollar 
sales if the final result might be to build up a dollar market for our 
products. 

Mr. Harris. Confronted as we are, Mr. Chairman, with this Com- 
mon Market development in our chief dollar market area, we have 
real worries as far as other dollar markets are concerned. I would 
hate to see dollar sales sacrificed, and it certainly would be contrary 
to the purposes of Public Law 480 to sacrifice them, in preference for 
foreign currency sales. It would be more sensible, for example, in 
our trade fair program, when Congress appropriated money for trade 
fairs they made a certain amount of this foreign currency available 
for agricultural trade fairs. Because we have been using foreign 
currencies accumulated in countries that did have a potential for 
developing dollar markets, we have now been placed in the position 
of not having dollars to call our own to have agricultural trade fairs 
in many of these important countries. 

I would hope that in our trade fair program, for example, that 
Congress would make available dollars for agriculture to have trade 
fair exhibits which is not being done now. 

Senator Monroney. If we push for a reduction of tariffs on agri- 
cultural goods in the coming GATT negotiations what concessions 
do you envision we will have to make in other areas of our trade? 

Mr. Harris. Well, Mr. Chairman, after all the substance of my 
statement has been to prevent this market from building up new 
restrictions, building up new institutions to cut back on our sales and 
our sales potential. The important thing, as I see it, is to prevent the 
European Common Market from establishing these proposed tariff 
rates on the basis that they are, and of establishing institutions like 
the Grain Bureau, which will make tariff rates academic. Since they 
will determine not only the amount that can come in, but the sale 
price after it comes in. 

The United States is certainly not required to make additional 
concessions in order to prevent additional restrictions on our exports. 

It would be my hope we could prevent these proposals from mate- 
rializing. As I say, I feel that our whole trade program is going to 
be placed in jeopardy if they do. 

Senator Monronry. Thank you very much, Mr. Harris, for your 
statement, for your helpful interest in this trade study. We appre- 
ciate your coming before us. 

Your statement will be carried in full, of course. 

This will conclude the hearings for today. 
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We would like to insert for the record the following statements : 
Mr. Lowell K. eed general manager, oversea division, Con- 
tinental Can Co., New York. 


Mr. Charles W. Duncan, vice president of Libby, McNeill & Libby, 
of Chicago, Il. 


Mr. Ben T. Moore, associate director of the Twentieth Century 
Fund, New York City 


Mr. J. Warren Olmsted, vice president of the First National Bank 
of Boston, Boston, Mass. 


Mr. Philip Cortney, president of Coty, New York City. 

And Mr. W. R. Jeev es, vice president and director of oversea opera- 
tions, Parke, Davis & Co., Detroit, Mich. 

(T ‘he material referred to is as follows :) 


PARKE, Davis & Co., 


Detroit, Mich., May 6, 1960. 
Senator WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, 
Washington, D.C. 


DEAR SENATOR MAGNUSON: I regret that travel engagements in the interests 
of my company prevent my accepting your invitation of March 11 to testify 
in person before your distinguished committee during the hearings scheduled 
for May 9 and 10 on the subject, “U.S. Trade and Common Market.” 

Such being the case, I respectfully submit herewith a statement giving the 
experience of this company in the movement of some of its productive facilities 
abroad and the observations and conclusions arising therefrom. 

Trusting these will serve some useful purpose to the members of your com- 
mittee in its deliberations and assuring you of my readiness to be of further 
service, should it be required. 

Yours sincerely, 
W. R. JEEVES, 
Vice President and Director of Oversea Operations. 


TESTIMONY OF W. R. JEEVES 


My name is W. Richard Jeeves. I am vice president and director of oversea 
operations of Parke, Davis & Co., Detroit, Mich. 

Our company, making pharmaceuticals, is actively engaged in exporting its 
production since well before the turn of the century and has established its first 
oversea manufacturing facility in London, England, in 1898. The pattern of 
expansion of our company was very much conditioned by the growth of individual 
markets. 

As a first step in the chain of evolution of foreign operations, a distributor 
would be selected to purchase our goods and distribute thenr the best way he can. 
Should the business volume reach a point, which a small distributor is no longer 
able to handle by himself, a sales organization may be set up by us in his market 
to promote still further the demand initially created by the distributor. Eventu- 
ally, such sales organizations may well be converted into local packaging and, 
ultimately, basic manufacturing units with complete autonomy of operation. 
It is at this advanced stage of oversea operations when the possibility of a 
decline in U.S. exports may arise. 

This chain of events, that is to say, the evolution of a foreign market from 
receipts of U.S. exports to manufacture of a product made up of local components 
according to U.S. specifications, is a process more often than not stretching over 
years and possibly decades. 

I can only speak of the industry in which I have spent all my working life, 
the pharmaceutical industry. It is unquestionably true that the last 10 years 
have seen more U.S. pharmaceutical firms establish packaging or manufacturing 
plants abroad than during all previous years combined. 

Prior to World War II, the center of gravity of the world pharmaceutical 
industry was in Germany where the trend toward spending large sums on re- 
search first commenced. In Germany, unlike in the United States at that time, 
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the pharmaceutical industry more often than not was annexed to a substantial 
chemical company whose byproducts it screened and exploited for pharma- 
ceutical activity. 

The emergence just before the war of the sulfa drugs and later penicillin 
completely changed all that. Pharmacists had to learn to be chemists and de- 
emphasize much of their “art.” They became manufacturers of chemical agents 
which had highly specific activity against a number of previously hopeless 
diseases. 

Since the U.S. chemical industry was highly inventive and since as a result of 
wartime isolation and shortages it expanded under forced draft, the United 
States at the end of World War II found itself in a position of world leadership 
in the development and marketing of pharmaceutical preparations, which by this 
time were primarily chemical agents and antibiotics. 

Postwar confusion and the disarray of foreign economies left the United States 
as the only supplier capable of satisfying the tremendous pent-up demand for 
pharmaceuticals the world over. Abroad first things had to come first and the 
war-torn countries were hardly in a position to redevelop their pharmaceutical 
industry as amongst the first objectives of reconstruction. Public health, how- 
ever, was high on the list of priorities and as soon as resources became available 
through the Marshall plan and other devices, important portions of available 
funds were channeled into reconstruction and in many instances into local phar- 
maceutical industries on the modern chemo-therapeutic pattern. 

By 1950 a whole network of restrictions specifically directed against foreign 
pharmaceutical imports over and above the disturbing trade barriers of for- 
eign exchange and quantitative restrictions came into being. Ultimately, gov- 
ernments invariably wish to encourage their fledgling pharmaceutical industries, 
excluding sometimes totally some essential raw material components without 
which an acceptable product cannot be manufactured, without at the same time 
leaving an acceptable substitute manufactured in the country itself. 

The upshot was that the U.S. pharmaceutical industry, in order to protect 
its existing markets and further recognize the great stake which each nation 
has in maintaining an autonomous public health machinery, had no choice 
but to finish or manufacture abroad in any country where these conditions 
prevailed. 

As an example for Parke-Davis, the 1950’s averaged more than one new manu- 
facturing plant a year, with the following locations opened during this decade: 


Belgium Spain Puerto Rico 
Germany South Africa Venezuela 
Italy Chili Turkey 
Philippines Colombia 


In addition, existing plants and facilities in Brazil, Argentina, England, Cuba, 
Mexico, India, and Australia were expanded and made more basic in terms of 
manufacture during this brief 10-year period. 

As this list will clearly show, expansion of Parke-Davis involved both in- 
dustrialized and underdeveloped areas. Unlike with other commodities, it is 
not always true that industrialized nations are our best customers. It so hap- 
pens that India, the Middle East, and parts of Africa and Latin America are on 
a per capita basis and considering their state of economic development, better 
Parke-Davis customers than some highly developed Western European nations. 
Obviously, it is these markets which must be protected and our establishment 
of sales offices in Hong Kong, Beirut, Karachi, and the outlying cities of Brazil, 
are merely a reflection of this basic fact. 

To what extent did this transfer of productive facilities abroad affect our 
previously high level of exports? Without mentioning any specific figures, I 
can unequivocally say that our net export tonnage increased as a direct result 
of establishment of these oversea facilities. Not only have these manufacturing 
units become large-scale customers of intermediates and semifinished products, 
but their very existence in certain highly restrictionist countries made it possible 
for us to continue exporting some finished products, the manufacture of which 
would be either totally uneconomical or unfeasible because of the high degree 
of technological development required. Polio vaccine is a good case in point. 
The export tonnage increased relatively more to underdeveloped countries than 
to industrialized areas, since many of the vital raw materials needed to produce 
a pharmaceutical product of the highest quality may not be available in under- 
developed countries. Obviously, the composition of this export tonnage shifted 
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significantly over the years. If you consider that previously the tonnage con- 
tained paper and cartons; cotton and stoppers; glassware, etc., whereas today 
it contains largely chemicals ; the tonnage increase becomes even more significant 
in terms of value. 

Probably more interesting and significant is the fact that over the last 10 years, 
our physical exports from the United States have not decreased in tonnage but 
the annual volume of their value has increased in almost the same percentage 
as have our sales abroad during the same period. 

secause of existing laws regulating foods and drugs in this country, but even 
more so because of our obvious self-interest, chances of our reimporting foreign 
made drugs of our own manufacture are virtually nil. In that respect perhaps 
the pharmaceutical industry again is different from those producing other com- 
modities. To summarize this point, I would say that the immediate implications 
of the move of U.S. pharmaceutical productive facilities, whether to industrialized 
or underdeveloped countries are: 

1. An increase in the overall production, sales, and profits of the worldwide 
enterprise. 

» 


2. An increase in the output of the U.S. plant, which supports manufacturing 
operations abroad. 


3. A stabilization of U.S. employment by enabling production management to 
level off its workload, producing intermediates for foreign locations during 
slack periods. 

4. A favorable impact on foreign governments because of our identification with 
their national aims. 

5. A transfer of important technology to underdeveloped areas which benefits 
them more broadly than the narrow business relationship would indicate. 

6. Encouragement and expansion of multilateral trade in other important 
segments because foreign exchange allocations previously used for pharmceu- 
tical imports gre now available for other purposes. 

The long-term implications are a little more difficult to assess. It may be that 
some or possibly many of these foreign plants may produce technology or inven- 
tions which may benefit our overall business. It is certain that the existence 
of these plants abroad constitutes strong defenses against the natural tendency 
of many foreign countries to socialize their public health sector, including the 
pharmaceutical industry. The very success of providing low-cost medication to 
underdeveloped masses as a result of highly productive units abroad would go 
a long way toward guaranteeing this. Finally, geographical diversification may 
well be the key assuring economic stability to a U.S. company rendering it more 
independent of the ups and downs of business cycles in any one country. 

As for the common markets both in Europe and elsewhere, I can only express 
my delight with them and my hope that they will work out as visualized. It 
would be safe to say that the European Common Market will indeed work as 
planned. Certainly all indications point in that direction. 

The existence of these regional trade groupings may turn out to be the most 
valuable tool yet in bringing some order out of the chaos of conflicting interna- 
tional rules and regulations, covering public health, social security benefits, work- 
ing conditions, patent protection, and other devices for protecting industrial prop- 
erty rights, etc. 

It is clearly evident that competitive pharmaceutical companies domiciled in 
the Common Market areas will, with the hugely increased internal markets, be 
far more economical producers and thus be far more highly competitive in third 
markets than ever before. 

The American pharmaceutical industry, if it is not to be swamped in its tra- 
ditional markets, will have to take vigorous and early action to establish itself 
on a fully efficient basis within these growing tariff walls. This not so much 
to exploit the potential inherent within the regional trade groupings, but far 
more importantly, to be fully able to remain competitive and keenly so with the 
newly amalgamating producers who have their home within these common 
markets. 

If such action is taken, I feel the trade groupings represent a great opportunity 
rather than a threat to the U.S.-based companies in melding U.S. technology and 
marketing know-how with the cultural heritage of the Old World, which has such 
a strong influence on its everyday commercial life. 

I left out only one factor of importance: these foreign-based productive fa- 
cilities of U.S. companies in order to remain productive and contribute to the 
welfare of the United States must be backed up by a continuing stream of 
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innovation from the United States. The basic justification for their existence 
abroad and ultimately the avoidance of the risk of the foreign branch becoming a 
mere imitator of the U.S. parent, must be the supply of technical assistance. 
This in turn means that the assistance rendered must be unique, novel, and 
worthwhile. In other words, America must remain creative and productive. 
So long as this remains true, we have nothing to fear. 

Thank you for the opportunity afforded me to testify before this important 
committee. 


THE IMPLICATIONS OF THE MOVEMENT OF U.S. PropucTrivE FAcILITIES ABROAD 


Statement of Lowell K. Hanson, general manager, Oversea Division, Continental 
Can Co., Inc. 


I am honored indeed to have been asked to express my views before this com- 
mittee on the implications of the movement of U.S. productive facilities abroad. 

An impressive piece of business news is coming to light in the recently pub- 
lished annual reports of U.S. industry. These official sources show that Amer- 
ican industry is accelerating its operations abroad at a rapid rate. U.S. in- 
dustry’s investment in oversea operations now exeeds $40 billion. More than 
a billion a year is being added to these investments as American companies seek 
to penetrate foreign markets. 

This amazing expansion into worldwide economic activity raises two ques- 
tions. First, does this oversea investment boom build up injurious competition 
for U.S. exports in world markets and invite low-cost competition in our own 
home market? 

Or, second, will American investment abroad, by increasing purchasing power 
in other countries, result in larger markets for U.S. exports and stimulate 
through competition increased productivity at home? 

Policy decisions of the most profound importance to the United States and 
the free world will be influenced by the way these two questions are answered. 
For the attitude the United States adopts toward private foreign investmen may 
well be crucial for the political and economic growth of most of the underde- 
veloped areas of the free world. The significance of our attitude in this field 
toward the more highly industrialized countries as compared to the under- 
developed countries is a matter of degree. The industrialized countries could 
perhaps do without U.S. private investment but it would probably be at the 
cost of less rapid economic growth both in such 2ountries and, I believe, in the 
United States itself. 

What is stimulating the interest of American firms in worldwide business? 

A prime generating force in this trend to oversea activity is, in my opinion, 
the declining return on investment in some industries here at home. Profound 
market penetration, the approach of saturation points and surplus capacity 
point to a competitive profit squeeze. Even in industries which have experienced 
great increases in volume, costs have often risen faster than prices, thus resulting 
in declining returns on sales and employed capital. 

Many American companies are feeling this squeeze in the home market both 
from foreign competition and from American competitors who have moved pro- 
ductive facilities abroad. For example, foreign producers have captured more 
than 50 percent of the U.S. market for transistor radios, sewing machines, 
jeweled watches, and hardwood plywood. Faced with such a position, many must 
manufacture abroad or suffer seriously. 

Increased economic and financial stability in many countries have enhanced 
the attractiveness of specific foreign markets. 

Coupled with these factors is a real desire of American firms to hurdle trade 
barriers maintained by other countries and to penetrate the markets irrevocably 
closed to U.S. exports because of high duties, import quotas, and other restric- 
tions. There is a natural desire to avoid the complexities and headaches created 
by currency restrictions, and the lure of the many and varied incentive laws 
adopted by other countries to attract new industry make companies prone to 
seek greener out pastures regardless of national boundaries. 

The force most frequently alleged as stimulating oversea manufacturing is 
the attraction of lower foreign wage rates. This attraction may exercise a 
dominant influence on the decision of some industries, such as those involving a 
high degree of hand labor, to go abroad, but it should be remembered that Japan 
and Western Europe are presently experiencing an economic boom with the result 
that wage rates there are rising at a more rapid rate than in the United States. 
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Wage rates are essentially a reflection of productivity (and not vice versa), and 
in those cases where American know-how and managerial technique increase 
productivity abroad there will inevitably be pressure for wage increases. Thus, 
the gap in wage rates between the United States and other countries is narrow- 
ing, with the result that the search for lower rates will play a less significant 
role in the movement of productive facilities abroad. 

Because of these stimulants the American corporation today is no longer able 
to measure its competitive position by a study of its domestic competitors alone. 
Against a background of increasing international trade, top management must 
think globally, must find where in the word their company can make its products 
so that it will be competitive in all major markets, including the United States. 

This global thinking coupled with the above-mentioned stimulating forces has 
resulted in the movement of U.S. productive facilities abroad. 

This wave of oversea expansion, however, generates protests against the 
“export of American jobs” and produces statements to the effect that this recent 
trend in oversea investment augurs ill for U.S. exports and in reality invites 
low-cost foreign competition within our own domestic market. It is often 
heard, in fact, that the United States should tackle its current balance-of-pay- 
ments problem by cutting imports and restricting capital outflow; or not as 
simply, that a further expansion of U.S. exports (by various incentive drives) 
will solve the balance-of-payments problem. 

Relying on historical-statistical evidence and citing the forces I described above 
which are responsible for the movement of productive facilities abroad, I at 
least would proposed that the balance-of-payments problem cannot be fully solved 
by export expansion alone but rather that it is the oversea movement of U.S. 
productive facilities that will result in larger markets for U.S. exports, stimu- 
late domestic productviity, and be in effect a better solution to our balance-of- 
payments difficulties. 

Having already discussed the forces, what does historical evidence show re- 
specting the past effects of industrialization in underdeveloped countries upon 
industry in the rdvanced countries ? 

An analysis of available statistical evidence shows: 

(1) that more than 50 percent of the exports of manufactured goods from 
industrialized countries go to other industrialized countries (see table A) ; 

(2) that increased production of manufactured products has been accom- 
panied by increased imports of manufactured products (see table B). 

This correlation between imports, manufactured goods, and industrialization 
is the logical outcome of economic forces. Economic progress means greater 
productivity, greater money income, and a greater ability to buy. Economic 
development gives countries the means not only to produce more goods for domes- 
tic consumption but to pay for increased imports with increased exports. 

Relying on this statistical evidence and economic logic, then, U.S. investment 
in other countries which directly contributes to industrializaton does have the 
potental to create an enlarged market for U.S. exports. It creates a capacity in 
people to satisfy their needs and desires for a wider diversity of goods and serv- 
ices in which the United States has a natural productive advantage. In response 
to this opportunity American industry can shift to more productive work and 
export more of its products. 

It is on this last point concerning shift of productivity that the heart of the 
matter rests. Will industry in the United States make the necessary adjust- 
ments to profit by the economic growth of other countries? Bearing in mind 
the dynamic, pioneering, and competitive spirit so characteristic of American 
business, I think that American industry will adjust to the new products and 
new methods of production that will inevitably take place with the economic 
growth of the rest of the world. If we regard growing world industrialization 
not as a threat but as a challenge and meet it as such, the opportunity is ours to 
serve the expectations and aspirations of the hundreds of millions who live in 
poverty throughout the world. 

Further, buttressing my point concerning the beneficial effects toward the 
balance of payments that may be derived from U.S. overseas investment, one 
must also note that the total earnings of the United States from foreign invest- 
ments—royalties, dividends, service fees—are steadily increasing. Such an in- 
crease in earnings remitted to the United States will decrease any balance of 
payments deficit. The sum of $3.7 billion was remitted to the United States 
in 1958, a recession year; such an amount is undoubtedly significant both in re- 
lation to national income and foreign exchange earnings. 
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Moreover, many U.S. subsidiary companies abroad generate enough earnings 
to finance their own expansion, so that after the initial investment is committed, 
they are self-sufficient as concerns financing. No large outlay of funds is ex- 
pected from the United States. This is another aspect of foreign investment 
which should not have adverse effects on our balance of payments position. 

In summary, then, it is evident that many industrialized countries can supply 
their markets and still have a surplus for export, which surplus capacity can 
create severe competition for U.S. production. Concurrently, a great wave of 
U.S. investment is flowing into profitable channels overseas and will doubtlessly 
continue to do so. The implications of this latter trend as shown by historical 
evidence and economic logic can be good for domestic employment, our national 
income and in fact should increase the total volume of U.S. exports. In view 
of this trend’s beneficial effects, I would propose that tax incentives be extended 
to private enterprise abroad and that currency restriction guarantees be inaug- 
urated. Such proposals would contribute to the economic growth and prosperity 
of the free world. 


TABLE A.—Trade in manufactured goods—Industrial versus nonindustrial areas 


[Data given in half-year totals, in millions of dollars, f.0.b.] 





| | 
1953 1954 | 1955 | 1956 





1st half | 2d half | ist half | 2d half | 1st half 





Ist half | 2d half 





1 
Exports of manufactured goods | 
from industrial countries to— | 


| | 
| | | 


Industrial countries !__- 7,677 7 , 875 8, 
Nonindustrial countries ?- - | 6,477 | 7,000 7, 326 7, 742 


030 | 9,027 9,844} 10,735 
742| 7,934] 8, 461 8, 966 
| 


1 United States, Canada, Western Europe, and Japan. 
2 Rest of the world. 


Source: GAT’T—International Trade 1955. Data extracted from “Industrial Development Abroad— 
Threat or Opportunity?””—Commitee for a National Trade Policy. 


TABLE B.—Trends of production and imports of manufactured goods in specified 
countries, 1953-57 

















1953 | 1954 | 1955 1956 | 1957 
eee 2 PW | | 
Production of manufactured goods in countries speci- | 

fied (1953=100): | 
POET DE oo eo soisaecadunscevucesucsuesea 100 93 103 106 | 107 
A ES E Eee eee ey eee et 100 108 115 114 | 117 
EE a ee ee scale tadindiesaiaseneaiieal 100 109 118 130 148 
Western Germany (excluding Saar) --.-...------- 100 112 130 141 | 149 
Deere 0s is, SEL 100 109 119 128 | 138 
Senta: | toon cs we hitncdys ehetas eres (4) (1) (1) (1) | (1) 
Japan. ..- aeemka oy : x 100 111 122 151 | 179 
Imports of manufactured goods by countries speci- 
fied (1953=100): 
United States. ....-.-.-- a35 inbdbésinsbasss i 100 94 108 121 (1) 
No 100 107 | 134 133 139 
eerie . ean wae 100 114 149 | 180 200 
Western Germany--.-..----------- SSR 100 | 138 197 223 | (1) 
es hab asttg a Keeping > amg en dniggs qeer= pinta 100 | 113 116 | 131 | (1) 
Switzerland. -__.-------- edumeaccat 100 | 116 | 137 | 158 | 174 
Japan_.-_.--- ; eerie S caegente .| 100 | 96 86 | 153 1) 





1 Not available. 


Source: Production data: from OEEC, ‘‘Industrial Statistics 1950-1957 and International Monetary 
Fund, “International Financial Statistics (1958)’’. Extracted from “Industrial Development Abroad— 
Threat or Opportunity?””—Committee for a National Trade Policy. 
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Lissy, MCNEILL & Lipsy, 
INTERNATIONAL DIVISION, 


Chicago, Ill., April 18, 1960. 
WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR MaGnuson: The purpose of this letter is to discuss the issues 
surrounding U.S. trade and the Common Market. The letter is submitted 
pursuant to the request made in your letter to me of March 11, 1960. 

For U.S. exports, the Common Market presents both a challenge and an 
opportunity. 

The six member countries of the Common Market now have a population 
approaching 170 million—almost equal to that of the United States. Com- 
bined, the Common Market countries are the third best customer of the United 
States following Latin America and Canada. An ultimate objective of the 
Common Market is to eliminate all duties and trade barriers between the six 
member countries and to establish for such member countries a common external 
duty and tariff policy with respect to other countries that are not members 
of the Common Market. 

The existence of the Common Market has during the past year served as a 
spur to investment in Common Market countries. Now, producers in such 
countries, instead of producing for small or the limited markets available in 
their own particular countries, are eagerly looking forward to producing 
for a market consisting of all six countries with the consequential benefits of 
increased efficiencies and lower costs resulting from large scale production. 
It is noted that in 1959 trade among Common Market countries rose sharply 
by 19 percent whereas imports into Common Market countries from the rest 
of the world, including the United States declined. 

From the foregoing it does appear that U.S. exports are going to face greater 
competition in European markets and in markets throughout the world as a 
result of the Common Market. 

A counterbalancing feature to the increased competition expected by reason 
of the Common Market, is the anticipated rise in income of the Common Market 
countries which should put them in a better position to buy certain products 
from us which they are now unable to afford. This follows the old axiom 
that generally a stagnant underdeveloped market is a poor market and a pros- 
pering market is a good market. There is also the consideration that since 
many U.S. concerns will be establishing manufactured operations in the Com- 
mon Market countries this will result in additional requirements from the 
United States for parts and equipment and related materials. It should be 
further pointed out that a major portion of U.S. export to the Common Market 
countries consist of raw materials and foods, such as ores, basic chemicals, coal, 
grains, cotton, and tobacco, and that the Rome Treaty provides that such ma- 
terials may continue to be imported into the six Common Market countries free 
of duty or under extremely low duties as in the past. Moreover, since Europe 
is neither self-sufficient in agriculture nor does she have the raw material 
base to support rapid industrial growth, exports of products in these fields 
from the United States should increase as the European market expands. 
This, of course, does not extend to manufactured goods which may suffer some 
discrimination by reason of duties imposed on such goods from the United 
States which are not imposed on similar goods traded between the members of 
the Common Market. 

We think American business recognizes the need for more competitive prod- 
ucts and aggressive sales efforts as the means of combating increased competi- 
tion in world markets and is making progress in this direction. We also think 
it is necessary for the welfare of U.S. trade to Common Market countries, 
that the Common Market not erect a high duty wall against imports from 
the United States but that it follow a liberal trade policy working toward the 
eventual elimination of duties and trade barriers. We feel that the Common 
Market countries can be best guided in the proper direction by the United 
States asserting leadership as an exponent of a liberal trade policy. A further 
aid and encouragement to U.S. exports would be preferential tax treatment for 
the income of exports at least to the point where U.S. exports in the tough com- 
petition of world markets would not be bearing a heavy U.S. tax burden that 
would put them at a disadvantage with competing exporters from countries 
with lower or preferential tax rates for exports. 
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We wish to commend the committee for its interest and the complex issues of 
foreign trade and share with the committee the hope that its forthcoming hear- 
ings will help clarify and offer direction with respect to such issues and prob- 
lems. 

Very truly yours, 
C. W. DUNCAN. 





THE First NATIONAL BANK OF BOSTON, 
Boston, Mass., April 29, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, U.S. Senate Committee on Interstate and Foreign Conmerce, 
Washington, D.C. 

My Dear SENATOR MAGNusoN: Thank you for your letter of March 11, 1960, in 
which you requested my views concerning the issues surrounding U.S. trade 
and the Common Market. As I mentioned to your secretary over the telephone, 
prior commitments prevent me from testifying before your committee on the 
9th or 10th of May. 

However, I am pleased to avail myself of the opportunity to submit a state- 
ment for insertion in the hearing record. The subjects of your committee's 
investigations are certainly of vital interest to the American business com- 
munity, and I feel sure your hearings will help to clarify the issues involved. 

I trust the statement will be of interest to your committee. 

Sincerely, 
J. WARREN OLMSTED. 


STATEMENT OF J. WARREN OLMSTED, VICE PRESIDENT, THE FIRST NATIONAL BANK 
OF Boston, Boston, MAss. 


You have asked for comment concerning the implications of regional eco- 
nomic groupings on U.S. trade and investment, most particularly the European 
Common Market. We submit that these be viewed in terms of our overall 
economic and foreign policy objectives. We must fully recognize that the com- 
position of our trade may well be altered and that markets for specific products 
now exported may well be lost to local competition. However, the European 
Common Market contains considerable growth potential and, given a favorable 
climate at home, our exports in total to the area should increase over the years. 
Other “Common Market” alliances should, we feel, be viewed in terms of whether 
these foster or deter the most economic use of world resources, as well as their 
effect on the total volume of world trade. 

The European Economic Community as it fully unfolds will undoubtedly con- 
tribute to the economic and political strength of Western Europe and thus should 
be encouraged and supported by the United States. The Common Market is 
expected to integrate the separate national economies of the participants by a 
single economy of Western Europe, and the potential market about the size of 
the United States should stimulate the whole region. The economic well-being 
of the population should expand more rapidly because of the efficiencies of large 
scale production, the stimulation of more competitive conditions, and new in- 
vestment. An underlying objective of the signers of the Rome treaties was to 
foster political harmony among the participants. Certainly a single economy 
should be a major step toward the creation of a United States of Europe. Thus, 
the economic and political strength and stability of our allies should be in- 
creased, thereby enhancing our mutual security. 

The treaties establishing the European Economic Community call for a twofold 
approach to trade flow over the course of 12 to 15 years: First, the gradual 
elimination of tariffs and quantitative restrictions among the six countries and, 
second, an arithmetic averaging of existing external tariffs. In the early years 
of transition, there may well be an increase in demand for U.S. exports of 
machine tools and heavy equipment. Although an analysis is difficult except 
OR a case by case basis, we may expect in the longer term stiffening competi- 
tion for U.S. manufactured products in Europe, since in many cases the coun- 
tries within the Community will have an internal advantage as compared to 
the rest of the world. 

The Common Market countries are not self-sufficient in agriculture nor do 
they possess many of the raw materials needed to support rapid industrial 
growth. Therefore, in contrast to the foreseeable decline in U.S. exports of 
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manufactured goods, U.S. shipments of raw materials and farm products—ores, 
coal, basic chemicals, grains, cotton, tobacco, etc.—are expected to increase due 
to the anticipated rise in the European standard of living and increased means 
of production so long as our prices remain competitive with those of other 
producting countries. 

The onus of remaining competitive in Europe, the international market as a 
whole—and even right here at home—rests on all of us. Industry, agriculture, 
and labor must make every possible effort to keep costs in line and to make all 
possible use of new technology to increase productivity. On a governmental 
level, policies designed to contain inflationary pressures within the country must 
be the first line of offense in the face of increasing international competition. 

Due to the increasing disadvantage which U.S. exporters of manufactured 
goods will face within the Common Market, and because of the expanding and 
relatively unsaturated mass market, American manufacturers are expected to 
step up their investment in the form of licensing arrangements, joint ventures, 
and wholly owned foreign plants. Direct U.S. investment in the Common Mar- 
ket countries accounts for around 7 percent of the total U.S. foreign investment 
and is increasing at a faster rate than all other areas combined. It is expected 
that this trend will continue and that the flow of U.S. direct investment to the 
Common Market countries, which was $122 million during the first half of 1959, 
will increase as more and more U.S. concerns are entering the region. The 
increasing interest of U.S. manufacturers in the Common Market will undoubt- 
edly divert some funds away from investment opportunities in the rest of the 
world. It appears that many U.S. manufacturers are giving priority to invest- 
ments in the European Economic Community due to the necessity of establish- 
ing a foothold there or else being frozen out of this lucrative murket. 

It is doubtful that the increasing interest on the part of American concerns 
in direct manufacturing facilities in the European Economic Community will 
have a marked effect on the U.S. balance of payments since the increase in 
U.S. investments in the Common Market are not financed solely by capital trans- 
fers from this country. Reinvestments of earnings abroad and flotations on 
foreign capital markets have recently represented a greater share of invested 
capital of U.S.-controlled business than the transmittal of funds from this 
country. 

The Common Market could represent the start of a retreat to a more protec- 
tionist attitude on a much broader scale. Since the six participating countries 
will discriminate in some degree against outside parties, the United States 
should take the lead in negotiating reciprocal trade agreements with the Com- 
mon market countries so as to reduce the group’s external tariffs. At the same 
time this country should take the initiative to prevent an economic split between 
the free trade area and the European Economic Community. As a step in this 
direction, we support this country’s participation in the proposed Organization 
for Economic Cooperation and Development as it is broadly defined, which is 
expected to provide the organizational structure under which member countries 
will have an opportunity to discuss trade and development problems on a world- 
wide basis. 

The United States should continue to give vigorous support to the principles 
inherent to the General Agreement on Tariffs and Trade since the freeing of 
trade is a powerful means of stimulating productivity and raising the standard 
of living of those countries concerned. Multilateral trade among nations is 
beneficial to all concerned because it results in production along the channels 
dictated by comparative costs and helps to raise the standard of living by ex- 
panding the total flow of goods. It is therefore in the interests of the free 
world to make sure that all regional associations be consistent with efforts to 
develop and expand the world economy and not preclude or replace broader 
multilateral arrangements. Although the United States should endorse the 
European Economic Community because of its political and economic implica- 
tions. this does not mean that this country should necessarily endorse all re 
gional arrangements. Regional agreements, especially among the less devel- 
oped countries, could have a tendency to divert trade away from the most eco- 
nomic allocation of the factors of producttion. The United States must make 
every effort to insure that regional trade agreements are consistent with the 
principles of multilateralism and that they do not lead to a further fragmenta- 
tion of the free world economy. 
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THE TWENTIETH CENTURY FUND, 
New York, N.Y., April 7, 1960. 
Senator WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 

DeEaR SENATOR MaGnuson: I have been hoping that I could arrange my sched- 
ule so that I could accept your invitation to testify before the Committee on 
Interstate and Foreign Commerce. To my regret, I now find that this is impos- 
sible. However, I have set forth my views on some of the issues with which 
the committee is concerned in the enclosed articles. 

Sincerely yours, 
Ben T. Moore. 


REGIONAL ECONOMIC INTEGRATION AS AN ELEMENT OF THE U.S. FOREIGN 
EconoMIc POLicy 


(By Ben T. Moore, associate director, the Twentieth Century Fund) 


It is generally agreed that support for certain kinds of regional economic 
arrangements should constitute one element of a strengthened American foreign 
economic policy. There has been some discussion of various aspects of such an 
approach—the emphasis which should be given to regional programs and insti- 
tutions, as compared with multilateral; the contribution which regional arrange- 
ments can make to a solution of the important problems of economic foreign 
policy which confront the free world, the definition of specific regional areas 
and programs. Nevertheless, we lack a systematic treatment of the issues. This 
paper attempts to initiate such an analysis as a basis for further discussion 
and study. 


I'he sources of regional economic integration in the free world outside the 
United States 

Economie regionalism is a current intellectual fashion. Stimulated by Eu- 
rope’s apparent determination to establish a common market, discussion of 
regionalism is underway in groups of countries in Latin America, the Arab 
world, Africa, and even Asia. Most American economists view this talk as only 
a passing fad. They point to the difference in the structure of trade between 
industrial Western Europe with its high proportion of intraregional trade and 
the underdeveloped areas in which intraregional trade is very low compared 
with trade between each country and the advanced regions of Europe and North 
America. They question the need for or desirability of economic regionalism 
outside of Europe, as well as the political capacity of the intensely nationalistic 
underdeveloped countries, to achieve the necessary solidarity. 

Yet it must be recognized that there is a respectable and convincing case for 
economic regionalism in terms of the underdeveloped countries’ own economic 
welfare and interest. The advantages of economies of scale, both internal and 
external, larger markets with greater efficiency and stiffer competition, and 
stronger, more definite, and permanent agreements and institutions to achieve 
regional growth, efficiency, and stability can accrue to groups of countries deter- 
mined to industrialize just as already industrialized Western Europe expects 
these gains from its regional programs.’ 

There is no chance that the underdeveloped countries will soon adopt a policy 
of free trade. Each is determined to protect its national home market in order 
to stimulate the growth of industry. Yet for many countries these national 
markets, even when fully developed, will not be large enough to support modern 
industries on an efficient scale with effective competition. Regional customs 
unions would provide an opportunity to achieve markets adequate in size to 
which the application of protection by a common tariff would be justified on 
“infant industry” grounds. These markets would also stimulate the movement 
of American and European technology, skills, and capital into these regions as 
the advantages of such investment over exports became clear to businessmen. 
An inflow of American and British capital to the European Continent is already 
well underway, stimulated by the European Common Market. Appropriately 
applied to underdeveloped regions, a similar approach could increase investment 





1An analysis of the advantages to Europe of regional economic integration will be 
found in ch. VIII of my book, “NATO and the Future of Europe.” 
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in a wide range of industry beyond the extractive products which now receive 
the bulk of oversea private investment. 

The underdeveloped countries may also become aware of the increased bar- 
gaining power which regional economic integration would give them. Acting 
alone each nation—even the largest—finds it difficult to make a strong impact 
on the policy of the United States or a unified Europe. United in strong re- 
gional groups they could offer to the industrialized West easier, more assured, 
access to large growing industrial markets in return for more stable and liberal 
importing arrangements for their raw materials. Regionalism would also in- 
crease their bargaining power vis-a-vis the Soviet Union and Communist China. 
It would strengthen their position in the international economic bodies of the 
U.N. In a world in which size and strength are likely to continue to be impor- 
tant in economic as well as military affairs, the advantages for small countries 
of far-reaching regional consolidation are likely to be considerable. 

These possible advantages do not apply with equal force to all underdeveloped 
nations. India’s problems are not likely to be rendered significantly more 
tractable by participation in an Asian economic region. Perhaps the same is 
true of Pakistan and Indonesia. But for most of the others regionalism may 
well develop a strong appeal. Even Brazil’s economy is not potentially so large 
and diversified as to render it immune to the appeal of a strong regional move- 
ment among the Latin American countries. 

The intense nationalism of these countries is indeed an obstacle to the difficult 
cooperative steps which effective regional economic integration requires. It is 
only fair to point out, however, that nationalist sentiment in Europe has been 
almost as strong, yet the Europeans are slowly overcoming it. And in the 
underdeveloped regions there are counteracting cohesive influences, some of 
which Europe lacks. Latin America and the Arab countries each have common 
cultural traditions and language. Tropical Africa has the strong unifying force 
of a growing racial self-consciousness. Even in Asia religion and culture can 
become integrative as well as divisive factors. It seems unwise merely to write 
off regionalism as an ephemeral notion, not to be taken seriously. 


American policy toward regional economic integration 


If economic regionalism is in fact a “wave of the future,” it presents the 
United States with risks as well as opportunities. The risks are obvious. In 
a world composed of vast continental or subcontinental economies, the United 
States might in time lose its position as the most powerful economic entity. 
Regional economic blocs might discriminate against American trade or invest- 
ment or play the United States off against the Soviet Union to obtain advantages 
from both. There is no complete assurance that economic regionalism will lead 
to greater cohesion of the free world. Antagonism between equally powerful 
economic units may be as great as or greater than that among units of unequal 
size and strength. 

The only sure way to eliminate these risks is to reverse the policy which we 
have followed in Europe since the early days of the Marshall plan. We could 
oppose regionalism wherever it appears. We could refuse economic aid to 
regional development associations and influence American business against in- 
vestment in regional customs unions or common markets. Through our strong 
influence in the multilateral organizations—GATT and the World Bank and 
Fund—we could persuade these bodies to adopt similar policies of active opposi- 
tion. American hostility to regionalism would be very effective. It might shut 
off any opportunity for regional movements in the underdeveloped areas to get 
underway. But such a policy would not produce strength and cohesion in the 
free world unless we move actévely and vigorously to achieve full integration of 
the free world’s economy. We can safely dispense with regional economic inte- 
gration only if we put in its place a specific program to achieve for all the re- 
gions of the free world together global economic unit as close as that which each 
region would otherwise be seeking separately. 

A stronger and more effective multilateral program based on the Bank, Fund, 
and GATT is highly desirable but is very unlikely to be adequate to eliminate 
the appeal of regionalism. One virtue of the European Common Market Treaty 
is its clarification of the essentials of full-scale economic integration among 
modern democratic states. To bypass regionalism we would need to apply the 
full range of common market principles and institutions throughout the free 
world or such part of it willing to join in such a far-reaching economic fusion. 
Within a definable time period, perhaps a quarter of a century, we would have 
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to aim for unimpeded movement throughout this vast territory, not only of 
goods and capital, but also of peoples, including freedom for Africans and Latin 
Americans and Asians to emigrate to the United States and Western Europe. 
Even more difficult poltically, we now realize that integration of markets in- 
cluding those for labor and capital requires in addition to the reduction of in- 
ternational barriers the provision of vast quantities of government capital and 
credit by the stronger and richer countries to the weaker, less-developed mem- 
bers of the group. The United States would have to give up sovereignty over 
important sectors of economic policy, share its resources on a vast scale, and 
share political contr) over powerful community institutions with its free world 
partners. No such ‘evolutionary developments are possible unless Communist 
gains exceed any now foreseen. 

Therefore, regional economic integration is likely to retain its appeal for 
underdeveloped countries and American policy must come to terms with it. 
Two broad approaches are open to us. We can let events take their course, 
leaving it to the underdeveloped countries to take the initiative in working out 
regional arrangements, or we can apply the policy of active encouragement and 
support which we have followed in Europe to the free world generally in the 
expectation that this approach will give us greater influence over the develop- 
ment of these regional programs and enable us to adapt them more closely to 
our interests and to the need for cohesion in the free world. 

To make a sound choice between these two approaches we must consider 
whether and how regional programs can be adjusted to these requirements. 

(1) It is clear that economic regionalism is not by itself a panacea for all our 
problems. It is not a substitute for more funds to support economic develop- 
ment, and world trade, nor for an increasingiy liberal national trade policy. 
Indeed the risks for the United States mentioned above can be reduced if 
regional institutions and programs are fitted into the framework of a strong 
GATT, Fund, and Bank. These institutions can then exert their influence on 
the regional organizations to promote economic cohesion of the free world. 

(2) The United States cannot and should not be a member ef any regional 
economic grouping. It already has the advantages of semicontinental scule and 
development which other groups of countries seek through regionalism. If it 
joins any one group, it will either hinder the attainment of industrialization by 
its less developed partners or it will provide special favors to this group not 
available to the others. Either course will adversely affect free world cohesion. 
Much the same principles apply to Western Europe. 

(3) Any regional grouping worthy of support must provide for deeper and 
more effective integration than is possible on a free worldwide basis. There is 
no point in regional groupings which merely duplicate on a smaller scale the 
relatively loose cooperative arrangements possible in the GATT and the Fund. 
Regional arrangements which merely establish additional preferential tariff 
systems or are confined to a few commodities or are primarily agreements to 
assign particular industries exclusively to a given country may do more harm 
than good. Any regional program should provide not only for a customs 
union but also for full economic union, including much of what the European 
experience has shown to be required to achieve this goal, adapted of course to 
the special circumstances of the region concerned. 

(4) Regional groupings should be large enough to make possible the full 
range of advantages to be derived from economic integration. There is little 
to be achieved by regionalism on the scale contemplated in Central America, the 
British West Indies, or a Ghana-Guinea union. Efforts to integrate these 
groups may provide useful experience for a broader group as Benelux did in 
Europe; but they should not be considered a substitute for integration on a 
continental or semicontinental scale. 

Regional economic associations conforming to these requirements should be 
consistent with basic American interests. They can contribute to the speed 
and efficiency with which underdeveloped areas achieve developed industrial 
economies. They should bring nearer the time when these areas can main- 
tain satisfactory rates of economic growth without special government sup- 
port from the West. Large regional economies should be better able to with- 
stand dangerous economic dependence on the Communist bloc than small na- 
tional economies. If regional economic integration is achieved within a healthy, 
active free world economic system it can lead in time to a liberatization and 
integration of economic relations among increasingly industrialized regions 
going well beyond any arrangements now in sight. 
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The probability that regional economic arrangements will be pressed by the 
underdeveloped countries and the possibility that they can be made consistent 
with the American interest suggest that we should take the initiative to support 
them. Regional associations formed with American support are much more 
likely to be democratic and outward looking and to provide an important place 
for private enterprise than those established in the face of American opposition 
or indifference. After careful study we should decide which regional economic 
groupings are sound and politically possible and work with the countries con- 
cerned to overcome the formidable obstacles as we have in Europe. We should 
use our influence in the multilateral organizations to insure that they also 
encourage sound economic regional groupings. Any measures designed to 
strengthen these organizations should provide at the outset for specific policies 
to support complimentary regional programs. 


The contribution of regional economic integration to the solution of the free 
world’s economic problems 


Regional economic programs must be fitted into the multilateral programs 
designed to deal with each of the important economic problems which we have 
identified. The checklist which follows obviously cannot elaborate those pro- 
grams in detail for each region. It is intended to suggest lines of thought for 
further study. 

1. Trade.—Any regional customs unions or commor markets in the underdevel- 
oped areas should fall within the purview of a strengthened GATT, following the 
example of the European Common Market. The GATT rules covering the level 
of the common tariff should apply. The new customs unions, however, would be 
entitled to set the level of their common tariffs high enough to insure protection 
for newly developing industries; but GATT should be given power to review the 
terms of these customs unions to insure that agreements to divide up industries 
do not negate the benefits which should accrue from the larger market and that 
protection is not maintained beyond the point where it contributes to industrial 
development. 

A customs union or free trade area is inevitably discriminatory in the sense 
that producers within the union can expect the elimination of tariffs, while those 
outside will encounter the common tariff or national tariffs. But the GATT 
should enforce the rule of nondiscrimination as between different regional mar- 
kets. Any tariff reductions negotiated between two regional markets; e.g., the 
United States and the European Common Market, shouid be automatically 
extended to all other trading entities participating in the GATT, whether regional 
or national. Also, regional groupings permitted to protect new industries should 
not discriminate in favor of one group of suppliers. 

This principle would affect the anticipated arrangements for the African terri- 
tories of the Six. They should not be permitted to discriminate in favor of 
industrial imports from the Common Market countries. If there is to be a 
regional market in Africa it should include British territories, as well as those 
independent countries willing to join, and its common tariff should be nondis- 
criminatory as between the United States, Britain, and the Six, as well as other 
GATT members. This probably means the end of imperial preference also. 

Since the underdeveloped regions will insist on substantial levels of industrial 
tariff protection for a considerable period, the possibilities for tariff negotiation 
are largely limited to the United States and Western Europe. A basis for bar- 
gaining exists in a reduction of American tariffs on commodities with high labor 
content in which Europe has an advantage over American producers in return 
for expanded importation by Europe of American (and Canadian) farm products. 
Such an agreement should be worked out first with the European Economic Com- 
munity and should coincide with the transition period of the Common Market 
Treaty and the evolution of the integrated Common Market agricultural policy. 
Any reductions of American or European tariffs should be generalized on a 
reciprocal basis to the Outer Seven and Japan and without reciprocity to other 
GATT members. 

2. Finance.—Regional customs unions presuppose regional payments arrange- 
ments similar to the EPU. Instead of receiving direct American support any 
new regional payments systems should obtain supplemental resources from the 
additional resources now available to the IMF. While the regional payments 
unions will probably extend automatic credits to their members as did the EPU, 
they should be required to justify any extension of credit by the IMF which 
would then be able to review their procedures and exert an influence for sound 
finance through the regional organizations. 
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3. Commodity stabilization.—Regional organizations are not well adapted to 
deal with this problem. Most of the important world commodities are produced 
in more than one region. Any stabilization program must cut across regional 
lines. It is possible that a portion of American and Canadian agricultural sur- 
pluses for development assistance could be allotted to regional organizations for 
distribution and the counterpart funds made available to the International 
Development Association which could work closely with the IMF in facilitating 
regional payments arrangements as well as development. There is also the 
possibility that occasionally for some surplus commodities regional disposal 
plans may be helpful. 

4, Development aid.—Both the World Bank and the IDA should work closely 
with regional development organizations to encourage sound regional programs. 
While the IDA will be faced with the difficult task of dividing its resources 
among regional groupings as well as individual countries, it might reduce the 
pressures thrust upon it by giving a regional body the task of allocating a large 
loan to competing projects within the region. This device could be used to 
strengthen regional ties as the Marshall plan did in Europe. Furthermore, in 
a number of regions certain countries have resources from the IDA, the use of 
which could be made contingent on the establishment of regional development 
funds partly financed by contributions from the region. 


New York, N.Y., April 28, 1960. 
Hon. WARREN G. MAGNUSON, 
Senate Office Building, 
Washington, D.C. 

DEAR SENATOR MAGNUSON: As you are discussing the balance-of-payments prob- 
lem I wish to present to your attention the enclosed paper which I prepared for a 
mining congress and which deals precisely with the problem you are investigating. 

Very truly yours, 
Puriip Cortney, President. 


How To OsTaIn A SOUND INTERNATIONAL MONETARY SYSTEM 


(By Philip Cortney, economist and president of Coty, Inc., for the gold and money 
session, 1960 Pacific Northwest Metals and Minerals Conference, Portland, 
Oreg., April 29, 1960) 


The international monetary system seems to me on a very precarious founda- 
tion. After the end of World War II we established the International Monetary 
Fund, whose mission was to restore monetary stability on the basis of the inter- 
national gold standard and yet permit an orderly readjustment of the exchange 
rate of a currency, if and when such a readjustment should become necessary. 
Whatever useful services the IMF has rendered, it has not as yet fulfilled its 
original mission. 

Yet despite the views of some doctrinaires, the world has relearned the hard 
way the following fundamental truths: 

(1) That there is no hope of establishing a sound and workable international 
monetary system on another basis than gold. 

(2) The United States, who made possible at its expense in the past decade 
the improvement in the reserve positions of the other countries, has itself now a 
very serious problem of balance of payments. 

(3) That there is a close relationship between domestic monetary and fiscal 
policies and the balance of payments of a particular country. 

(4) That monetary stability is essential to the proper working of the inter- 
national monetary system, and also for sound economic growth, and the expan- 
sion of international trade and investment. Monetary stability cannot be obtained 
without putting an end to inflation of money and credit, and some inflationary 
practices by monopolistic labor unions and some powerful business interests. 
Unfortunately, the quest for monetary stability has come to be confused with the 
demand of a policy aiming at the stabilization of prices, an aim which cannot 
be reached, if at all obtainable, except in a completely planned economy. A 
policy aiming at monetary stability will secure relative stability of prices, but the 
economic history of the 1920’s teaches us that a policy whose goal is stabiliza- 
tion of prices may result in inflation of money and credit, and very unsound 
speculation. 
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There is one important lesson which we have not learned yet; namely, that an 
abnormal rise in prices and an artificially stimulated economy due primarily to 
the huge monetizing of Government debt during the war, and abnormal infla- 
tionary banking credit after the war, will have as an aftermath, sooner or later, 
a recession and a fall in prices, which can be severe if proper monetary readjust- 
ment is not made after the end of the war and the stoppage of paper-money 
inflation. 

My purpose today is to show that there is little hope to establish a sound inter- 
national monetary system, to obtain monetary stability and a relative stability 
of prices, and perhaps prevent a too painful readjustment of the economy and the 
price level reached since World War II by other means than the restoration of a 
workable international gold standard. Such a restoration implies two essential 
eonditions; namely, first, that an end be put to monetizing of Government debt 
and inflationary bank credit by the commercial banks; second, that the price of 
gold be changed in terms of all currencies and particularly the dollar. 

My very learned friend, Per Jacobsson, General Manager of the IMF, who has 
a thorough knowledge of monetary problems, in a remarkable speech delivered 
in 1946 before the National Bureau of Economic Research, reminded us of the 
old pertinent formula: “Qui bene distinguit bene docet.” Be it said in passing, 
this address should be ‘must’ reading for all students of money, as well as for 
people in Government and Congress concerned with money. Let me try to live 
up to the best of my ability to the just mentioned judicious formula. 

To this effect I shall analyze the meaning and implications of a statement by 
Robert Triffin, professor at Yale University, in an article published in the Jan- 
uary issue of the British magazine the Banker, and some remarks made by Per 
Jacobsson before the Economic and Social Council of the United Nations and in 
an interview with the editors of U.S. News & World Report. 

Professor Triffin’s statement reads as follows: ‘The experiment in convertibil- 
ity launched a year ago faces the same two problems that contributed so much 
to the early wreckage of a similar experiment some 30 years ago—the shortage 
of gold and, largely in consequence of that shortage, the undue reliance of na- 
tional currencies on international reserves.” 

Per Jacobsson repeated before ECOSOC the statement he made at the annual 
meeting of the Fund in September 1959; namely, that in all likelihood world 
inflation was over. In the interview with the editors of the U.S. News & World 
Report. Per Jacobsson said that we have entered a new era, and that we may, 
in a few years time, have to face the problem of incipient deflation. He also 
volunteered the remark that if he were an American he would prefer that 
people abroad take more gold if it helps to reduce the rise in dollar liabilities, 
and if necessary steps are taken to reduce the balance-of-payments deficit of 
the United States. 

Professor Triffin is right in reminding us of what happened in the 1920's 
and 1930’s. But is it true that the great depression, and in its wake the break- 
down of the gold standard were due to a shortage of gold? The gold exchange 
standard, a practice adopted in the 1920’s to economize gold, which forced Great 
Britain off the gold standard, was the consequence of a wrong monetary decision 
in 1925; namely, the gold valuation of the seriously inflated amount of dollars 
and pounds as a result of the war. The gravity and depth of the great 
depression which brought about the devaluation of the dollar was the result 
of the same wrong decision and of the abuse of inflationary credit by the 
commercial banks, particularly in the United States. (The great mistake of the 
British banks was to borrow short abroad and extend long-term credits to foreign 
countries.) As you know, Great Britain chose to return to the gold standard at 
the prewar parity of $4.86 to the pound, in complete disregard of the huge 
monetary inflation during the war, and the consequent rise in prices and wages. 
If someone would have recommended in 1924 or 1925 that both the dollar and 
the pound be devalued, he would probably have been considered insane. Keynes 
did advocate that the pound return to the gold standard at the parity of $4.40 
and not $4.86. No one, to my knowledge, however, recommended at that time 
that both the dollar and the pound be devalued in terms of gold. With the bene- 
fit of hindsight, I share the view of the late Prof. Charles Rist that the 1929 
depression would not have been so severe and long, neither would the world 
prices have collapsed if both the dollar and the pound had been devalued in 
1925 to take into account the considerable increase in monetary means and the 
rise in prices and wages due to World War I. 

The British economists, particularly, were convinced that the fall in commodity 
prices which became severe shortly after the collapse of the New York stock 
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market in 1929, was due to a shortage of gold rather than to an erroneous 
monetary decision at the time the pound sterling returned to the gold standard. 
The great mistake after World War I was to try to maintain simultaneously 
the prewar price of gold in terms of dollars and sterling, and the postwar 
inflated price level. The fault lay in governments not recognizing the fact that 
inflated prices and monetary means had made the international liquidity in gold 
inadequate. The disequilibrium between the general price level and the gold 
valuation of the world’s key currencies, plus a low production of gold (due to 
its relatively low price) while the production of goods of all sorts was rapidly 
increasing, exerted a downward pull on prices. While all the abnormal rises in 
the general price level were due to massive injections in the economy of new 
purchasing power (created by monetizing government debt), all the abnormal 
falls in prices have their origin in the rapid increase of the production of goods 
for civilian consumption which follows the end of big wars. 

A rise in the price of gold in 1925 and an increase in its production was the 
specific remedy to the situation, but the governments and experts did not see 
the light then, and I am afraid most economists do not see it today. 

The Federal Reserve Board succeeded in the 1920’s in holding up the price 
level for a surprising length of time by an abnormal expansion of inflationary 
credit, but in so doing it aided in producing the speculative boom. The collapse 
came when excessive private debt creation could no longer be expanded, thus 
putting an end to the business cycle at a time when the trend of prices had 
turned downward, making the depression the more severe. 

This case proves that it is not enough to remember historic facts, but that 
we need a correct interpretation of them, if we are not to repeat the same 
mistakes. 

As to Per Jacobsson, I agree with his prophecy that the postwar inflation in 
world markets is over. In fact, in a speech delivered in March 1958 in Pittsburgh, 
I took the position that we were witnessing major worldwide economic and 
monetary turning points. We aborted a serious economic readjustment which 
started then—witness the fall in raw commodity prices and the decline in interna- 
tional trade—merely because of the following facts : 

(1) The United States incurred large deficits in its balance of payments 
($3 to $4 billion in 1958 and 1959). 

(2) Europe was able to buy cheaply raw commodities, while its export 
prices did not fall. 

(3) Our economy was propped up by a monetized budgetary deficit of 
about $14 billion, and 

(4) Theinflationary effect of the dollar exchange standard. 

My main reason for the prediction I made in 1958 was the serious deteriora- 
tion in the monetary situation of the United States, which had become obvious 
except to the blindfolded. 

Per Jacobsson also said that we may have to face, in a few years’ time, the 
problem of incipient deflation. The correct timing of the incipient deflation he 
is predicting, and I again agree with his prediction, is admittedly not an easy 
matter. If I read Per Jacobsson’s mind correctly, his timing of the incipient 
deflation is influenced mainly by two facts, namely, that armament expenditures 
are large, and his belief that the United States can still afford either to loose 
moderate yearly amounts of gold, or to accept moderate yearly rises in dollar 
liabilties. I do not share his opinion that we can afford to lose more gold or to 
increase our foreign dollar liabilities, but Jacobsson probably knows more than 
I do as to the thinking of the men in our Government and Congress responsible 
for our policies as they may affect our balance of payments. 

I asserted at the beginning of my speech that the international monetary 
system we have set up since the end of the war, without any careful planning, 
is precarious. One may agree or disagree with the views of some economists 
that the international liquidity is adequate for our present needs and those 
of a growing free world economy at least for a few more years. 

I do not believe, however, that students of money who are not influenced by 
politics, or who are not willing to shut their eyes to the obvious dangers in 
the present situation, can concur with the view that our international monetary 
system is anything but sound. If we do not overhaul it drastically we may be 
confronted in a very few years with unmanageable problems. 

How can we help being disquieted by the present international monetary 
system? It is based essentially on a yearly balance-of-payments deficit of the 
United States of 1 to 2 billion dollars, for the simple reason that at the present 
price of gold the total increase in monetary gold stock that can be expected 
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from new gold production and Russian gold sales is only about 700 millions 
a year. This is less than 1.5 percent of current world reserves of gold and 
foreign exchange. Worse yet, in order to supplement the insufficient supplies 
of monetary gold, the greatest part of the U.S. balance of payments deficits has 
been used in the last 10 years to increase the foreign deposits in the American 
banks. This is the famous gold exchange standard, or rather now the dollar 
exchange standard, which has compelled Great Britain to get off the gold 
standard in 1931, and which has largely contributed to the gravity and depth of 
the great depression. It is a dangerous inflationary device, feeding speculation 
both in Europe and in the United States. Large-scale conversion of the foreign 
dollar liabilities into gold may at any time topple the whole structure as it did 
in 1931. The concern regarding the dollar exchange standard is shared by 
Per Jacobsson who stated recently that if he were an American he would prefer 
that people abroad take more gold rather than continue to build up foreign 
bank balances in the United States. 

What is the way out of this mess? Professor Triffin has recently called 
attention to the dangers implicit in a world monetary system depending so 
heavily on national currencies as international reserves. Furthermore, he sees 
a continuing deficiency in additions of gold and foreign exchange to monetary 
reserves, once U.S. payments are restored to balance. He proposes to meet 
these two difficulties by converting the International Monetary Fund into the 
equivalent of a World Central Bank, holding deposits that can be used as re- 
serves. Professor Triffin himself admits that his plan would endow the Fund 
with a lending capacity which, if improperly used, might impart a strong infla- 
tionary bias to the world economy. Moreover, his plan would bring about 
monetary management on a worldwide scale the policies of which could influ- 
ence or disturb the economic situation of each and all countries. 

Ed Bernstein, the former Chief Economist of the IMF, proposes another 
scheme aiming to increase the resources of the Fund so that it may meet any 
extraordinary contingency that would arise. The plan does not do away with 
the danger inherent in the use of national currencies as international reserves, 
and it does not seem to me to meet the other prerequisites of a sound interna- 
tional monetary system. 

What are the requirements for the buildup of a sound and workable interna- 
tional monetary system? We need a monetary system which can provide the 
proper answers to the following problems: 

(1) A stable currency which has international acceptance and the confidence 
of the people. 

(2) That an end be put to the gold exchange standard, which implies a liqui- 
dation by the United States and Great Britain of their present liabilities to 
foreign central banks. 

(3) That an end be put to inflation, which means no further monetization of 
government debt or of private inflationary credit. (The commercial banks 
should not be allowed to make long-term loans over and above their savings 
accounts. ) 

(4) Adequate international reserves of a universally accepted currency, and 
sufficient yearly additions of such currency to the existing reserves. 

(5) The monetary arrangements to be made should have in mind the probability 
of incipient recession and downward trend of prices. 

(6) We should accept the economic truth that we cannot have at the same 
time full employment, constantly rising wages (particularly in the highly mecha- 
nized industries, enjoying increases in productivity) and stable prices. 

(7) We should relearn that the condition for balance of payments without 
deficits is sound monetary and fiscal policies. We should also remember that 
in the past the equilibrium of balance of payments was made possible by short- 
and long-term movements of capital, which implies sound and stable currencies 
moving freely. 

It is a strange phenomenon that while all kinds of plans—basically dangerous, 
inadequate to meet the present needs, and essentially inflationary—are put for- 
ward, no one in responsible positions for the conduct of our monetary affairs is 
proposing the only known solution able to satisfy the above requirements and 
needs of a sound and workable international monetary system, namely a return 
to the international gold standard accompanied by a rise in the price of gold in 
terms of all currencies (provided, to repeat once more, an end is put to the 
monetization of government debt and private inflationary credits). 

I doubt that there are many responsible and competent monetary experts 
who advocate anything else than gold as the basis of our international monetary 
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system. Be it said in passing, the conditions necessary to the proper working of 
a gold standard system are the same as those necessary to stop inflation. 

However—and this is another strange phenomenon—the same individuals who 
are advocating the adoption of dangerous, inflationary plans, based on paper 
money, contend that a rise in the price of gold in terms of all currencies would be 
inflationary. First of all, the liquidation of the dollar and sterling exchange 
standard will absorb a substantial amount of the gold accretion as expressed in 
terms of currencies at their new par values in gold, which will result from an 
increase in the price of gold (the figure most mentioned for the new price of 
gold is $70 an ounce). Then another part of the gold windfall should be used to 
repay as much as possible of the Government bonds presently held by the Federal 
Reserve Banks. We should also keep in mind that the end of inflation and the 
liquidation of the dollar-sterling exchange standard will at first have a deflation- 
ary effect on the economy and on prices. Therefore, even if we were to admit 
that a rise in the price of gold has mild inflationary implications, there is a 
considerable difference between inflation by paper money (which is arbitrary and 
limitless) and the potential of inflation which may result from a rise in the price 
of gold. I would also like to express my conviction that a return to the inter- 
national gold standard without a rise in the price of gold would prove socially 
unacceptable, and would prove unworkable. 

Discussing the depreciation of the dollar since 1939, the National City Bank 
in its monthly letter dated December 1951 makes the following pertinent com- 
ments, as true today as they were then: 





GOOD MONEY AND BAD 


“* * * Gold has had the best record over centuries as a store of value (a vital 
function of money which many economists nowadays forget). Paper money has 
been good when issued by banks which have been under a legal obligation to re- 
main convertibility into gold at the option of the holder * * *. Paper money 
directly issued by national treasuries has the worst record, though money can 
be just as bad if it is put out by a bank of issue which is free from the necessity 
of maintaining gold convertibility and bonds to the wishes of a profligate govern- 
ment for cheap financing. Most of the worthless currencies issued in foreign 
countries during and after the war bore the stamp of a corrupted central bank 
of issue.” 

Another objection which is made by some economists to an increase in the 
price of gold is that similar raises may occur whenever a government finds it 
expedient. First of all it should be made crystal clear that there is no way of 
stopping inflation if the governments of the main trading countries have not 
the will and the determination to stop it. Second, with monetary systems based 
on government paper, the governments can inflate arbitrarily and without any 
limits. Third, the present level of prices is not the result of a normal relation- 
ship with the production of gold, but the outcome of a worldwide huge monetiza- 
tion of government debt to finance a big war. If we had not used government 
debt as monetary reserves, the price level would not have reached the present 
heights and the gold production would be much higher. 

The great unanswered question is whether the governments of the main trad- 
ing countries have the wisdom, the courage, the will and the determination to 
put an end to inflation as a way of life. You can answer this question as well 
as I can. On one point you should have no doubt: the choice is not between 
inflation and noninflation, but between inflation and freedom. Most economists 
who propose extraordinary inflationary and very complex plans have forgotten 
or don’t realize that our freedom as men is at stake. I hope that we shall not 
choose to endanger and sacrifice our human freedom by adopting imaginative 
but unwise plans, which will not even make possible the reaching of the goal 
of a sound, workable international monetary system. 


STATEMENT OF STEPHEN F. DUNN, PRESIDENT, NATIONAL COAL ASSOCIATION, 
WASHINGTON, D.C. 


Gentlemen, my name is Stephen F. Dunn, I am president of the National Coal 
Association, which maintains offices at 1130 17th Street NW., Washington, D.C. 
The National Coal Association represents the commercial bituminous coal 
operators of the United States and I am most happy to have this opportunity to 
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appear before this committee in their behalf and give the Foreign Commerce 
Study Group the benefit of such observations as we have been able to compile 
as a result of a review of industry operations, 

Recent developments have brought into sharp focus the problem of U.S. ex- 
ports as a whole. The bituminous coal industry is in complete sympathy with 
the administration’s program to attack the export problem on all fronts. In 
connection with this, there is a critical need for complete and reliable informa- 
tion on the nature and extent of restrictions placed by foreign governments on 
the importation of fuels from the United States. 

The matter of fair treatment of our fuels by other nations requires full 
disclosure of restrictions, direct and indirect, which are imposed upon exports 
from this country. A particularly flagrant example is that of the tariff imposed 
by the West German Government upon U.S. coal exports. Currently this is 
$4.76 a ton over an annual quota of 4,415,000 metric tons, a restriction sched- 
uled, if not extended, to last through December 31, 1960. As a result of this 
action, prices within Germany are pegged so that coal can be sold in Italy at 
a loss to undercut our own coal. Without complete information on restrictions, 
not only of coal but of other fuels, we are in an unenviable position as to any 
real improvement in the matter of foreign markets. 

Canada, which may shortly export large quantities of natural gas to this 
country in line with action already taken by the Royal Commission on Energy 
of Canada and our own Federal Power Commission, imposes a tariff of 50 
cents a ton on all U.S. coal imports except where the coal is put to certain uses. 
Another aspect of the Canadian situation with respect to coal is the widespread 
use of subventions, or subsidies, by which certain coal-producing areas are able 
to market their product at a competitive price in competition with lower-cost 
coal from this country. 

Other instances of discrimination through restrictions could be developed. 
However, what is needed is an examination of the entire field of export restric- 
tions on fuels. It is our recommendation that the appropriate Government 
department having primary responsibility for this type of information under- 
take a study to emphasize the nature and character of restrictions on fuel 
imports in each foreign country wherein the U.S. coal is imported directly or 
exported by the United States and transshipped to such countries. 

At various times the coal-exporting industry has found itself confronted with 
the matter of bilateral trade agreements between various countries. Country 
A agrees to take from country B a substantial tonnage of coal if in turn country 
B agrees to take the products of country A in return for the coal tonnage. A 
concrete example of this is in the case of Greece. Greece has indicated a 
tendency to buy coal from either Soviet Russia or Poland in return for which 
agricultural products of Greece have been imported by Russia and Poland. The 
Grecian agricultural products are those which were in surplus because of lack 
of demand in world markets and therefore the commodity exchange was wel- 
comed by Greece. 

This country likewise has large agricultural surpluses and therefore would 
be impeded from entering into such an agreement with Greece, even though 
Greece would prefer to purchase its coal requirements from the United States. 
Thus, the very primary consideration of the need for exporting simple agri- 
cultural products from Greece prevent that country from purchasing American 
coal. Such competitive situations make it difficult for the coal exporter, and 
there is really not very much that any country can do when such a bilateral 
trade agreement is negotiated. 

It is our understanding that the matter of investigating the various trade 
restrictions on the expansion of our export activities is already underway. 
Under recent date there was published a joint statement by the Departments 
of State, Commerce, and Agriculture on trade liberalization, included in which 
was a recount of the quantitative restrictions against U.S. exports in various 
foreign countries. 

It would seem to us that it would be more or less a simple matter to expand 
the findings made in this joint report to cover specifically fuels in all aspects. 

It might be appropriate for your congressional committee to recommend such 
an activity either to the joint efforts of the Departments of State, Commerce, 
and Agriculture, or more specifically to the body which has been termed “The 
Interagency Steering Group of the Interagency Export Promotion Task Force.” 
This group, established under the national export expansion program, is headed 
by Under Secretary of Commerce Philip A. Ray, with Under Secretary of State 
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Douglas Dillon, Under Secretary of the Treasury Julian B. Baird, Raymond 
Saulnier, chairman of the Council of Economic Advisers, and Samuel Waugh, 
president of the Export-Import Bank, as the other members. 

It is our further proposal that there be gathered similar information with 
representatives of each foreign country which imports any other competitive 
fuel, such as crude oil, residual oil, and natural gas. Further, this information 
should show every form of restriction—import excise taxes, tariffs, licenses, sub- 
ventions, subsidies—in short, any quantitative or price restriction on imported 
fuels, regardless of the basis on which this is fixed. 

More specifically, the information compiled to be of maximum value to fuels 
industries should show for each country having a restriction of any kind and 
for each fuel: 

(a) The nature of the restriction and when and why it was imposed. 

(b) Attempts to modify or to tighten it and when and why this was done. 

(c) The estimated loss to the United States in revenues as a result of the 
restriction or restrictions. 

(d) The extent of aid and the type of assistance extended by the United States 
to nations having restrictions. 

With the availability of this information, not only will we be better able as a 
nation to evaluate our export-import policies and foreign aid generally, but the 
fuel industries will be in a much superior position to plan production and dis- 
tribution and play their part in developing a sound export economy. 


Senator Monronry. We will recess the hearings until 10 o’clock 
tomorrow morning. The committee will stand in recess until that 
time. 


(Whereupon, at 4:50 p.m., the committee recessed to reconvene at 
10 a.m., Tuesday, May 10, 1960.) 
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TUESDAY, MAY 10, 1960 


U.S. SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10:05 a.m., in room 
5110, New Senate Office Building, Hon. E. L. Bartlett presiding. 

Present: Senators Bartlett, Engle, Hartke, Cotton, and Scott. 

Senator Barrierr. The committee will be in order. 

The first witness this morning is Mr. Haynes. 

If you will defer for a moment, Mr. Haynes, while I make an open- 
ing statement. 

"This is to be the last day of hearings in this series on our foreign 
trade. We have studied the broad aspects of current trends, our com- 
petitive position vis-a-vis the free world and the Sino-Soviet bloc; 
measures to expand our exports by means of trade promotion; export 
credit facilities and a new travel promotion program. 

Today we will discuss the movement of U.S. ont ee) facilities 
to industrial countries and to underdeveloped are 

In the last few years a very profound trend hes been apparent as 
more and more American companies have established new factories or 
subsidiaries in foreign countries. This has obvious implications for 
our export trade and indeed for our whole economy. 

In this hearing we would like to explore these implications: Are 
we actually exporting jobs and productive capacity, as some appear to 
believe; or will our increasing foreign investment result in a rise in 
our exports, as others contend ! 

Our first witness will be Mr. Elliott Haynes, whose weekly report 
Business International, is read by American businessmen throughout 
the world and whose experience has given him keen insight into this 
important problem. 

Weare glad to have you here, Mr. Haynes. 

Mr. Haynes. Thank you, Mr. Chairman. 


STATEMENT OF ELLIOTT HAYNES, DIRECTOR AND VICE PRESI- 


DENT, HAYNES PUBLISHING CO., AND EDITOR OF BUSINESS 
INTERNATIONAL 


Mr. Haynes. Mr. Chairman and members of the Senate Committee 
on Interstate and Foreign Commerce, my name is Elliott Haynes. I 
am a director and vice ‘president of the Haynes Publishing Co. and 
editor of its weekly publication, Business International. 
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Our editors and other officers have continuing contact with hun- 
dreds upon hundreds of U.S. corporations seeking to maximize their 
earnings and profits in foreign markets, and particularly with more 
than 70 major companies whose international operations we serve daily 
in a consulting and research capacity. 

I welcome the privilege of appearing before your committee to share 
with you the thinking and experience of companies that are in the 
forefront of tlis country’s efforts to remain a leading, prosperous 
member of the world economy. Of course, none of the conclusions and 
proposals I will express should be attributed to any subscriber to Busi- 
ness International or client of my company. 

Most of my remarks will center on the advantages to the U.S. 
economy and its balance of payments of direct, private investment 
by U.S. manufacturers in producing facilities overseas. There is some 
feeling that this type of investment replaces employment and pro- 
duction in the United States—that it “exports jobs.” In this con- 
nection, I would like to add a hearty “amen” to the statement before 
this committee of Mr. Ray Macdonald of the Burroughs Corp. that 
U.S. investment in foreign producing facilities has typically been 
made to serve markets that could not be reached by U.S. exports. In 
a recent survey by Business International among major industrial 
corporations from New York to California—of those responding to 
the question of where they would place their main reliance in serving 
the European market, only 13 percent indicated exports from the 
United States, while the rest mentioned production within Europe. 
Concerning exports in general, the major comments elicited by the 
survey were that price and quality competition, exchange shortages 
and restrictions, and nationalistic controls, are forcing foreign invest- 
ment by U.S. firms in order to maintain any part of the market of 
most. countries. 

The impact of these factors on U.S. exports of a wide range of 
manufactured goods is borne home to me continually. Typical is a 
telephone call I received the other day from a Midwest manufacturer 
that had just learned that the Mexican Government, at the request of 
a Mexican producer, was about to close the border to the U.S. firm’s 
exports. In response to this firm’s question of what to do, I con- 
tacted a dozen other U.S. companies with similar experience—they 
were easy to find—and reported back that the Mexican decision might 
be reversed on the emis that the local product. was inferior or too 
costly, but that at best this would offer only a temporary reprieve. 
The firm in question is now exploring an arrangement to license a 
Mexican producer to make this product versus an investment in the 
country to produce it directly. 

I do not single Mexico out as an unusual example. In 1959, Stude- 
baker-Packard sold 1 automobile to Argentina—lI repeat, 1 automobile 
and 408 trucks—whereas in that year Willys Overland manufactured 
23,750 vehicles in Argentina. 

But if the bulk of U.S. investments in oversea producing facilities 
do not, for these reasons, represent a loss of U.S. jobs and production, 
there is still the nagging belief held by some that such investments 
abroad would not be necessary if workers abroad were paid a decent 
wage. Clearly the competition faced by U.S. goods in world markets 
would be less if foreign wages were more nearly equal to our own. 
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1 believe, however, that this fact has been grossly exaggerated and 
needs to be put into better perspective. 

Aside from the sheer inability of many poorer countries to signifi- 
vantly increase wages and consumption, low wages do not necessarily 
reduce overall costs. In Japan, a major competitor in world markets, 
hourly wages for all manufacturing industries as a percent of U.S. 
wages, were 9.6 percent in 1958. Yet of 12 major U.S. manufacturers 
with plants in Japan recently queried on comparative United States 
and Japanese costs, 8 reported total production costs higher in Japan, 
while a ninth admitted that distribution costs were so high that they 
offset lower production costs. 

The fact of high Japanese power and material costs, relatively high 
wages for unskilled workers arising from automatic annual wage 
hikes for all Japanese workers, payrolls padded because of Japan’s 
terrible unemployment problem, excessive attention in some fields to 
quality—all these go to swelling production costs in Japan. A good 
share of the credit for mounting Japanese exports must go to the Japa- 
nese Government for its excellent export credit facilities, energetic 
promotion of Japanese goods, etc. 

Far from taking jobs away from U.S. workers, U.S. direct. invest- 
ments abroad often create them. In many industries the new oversea 
plant must be supplied temporarily or even permanently with com- 
ponents and materials manufactured in the United States. Usually 
this means an increase in exports over levels that could have existed 
if the new plant had not been built abroad. And almost every new 
plant abroad built by a U.S. corporation is equipped with machinery 
made in U.S. factories. 

In addition, such investments, because they reflect greater attention 
to international markets and yield greater understanding and com- 
petence in them, often result in higher exports of U.S.-made goods— 
and thus more jobs here in this country. Most certainly they yield an 
immediate inflow into the United States of earnings from the sale— 
by the U.S. parent to its new foreign subsidiary—of management, 
technical and financial services—and these funds enable the recipient 
U.S. companies to expand domestically, creating new jobs and earn- 
ings for American workers. 

Furthermore, industrialization abroad advances living standards 
and raises purchases from the United States. Our best customers 
are those countries that have industrialized. For example: 

















Income per | Purchases | | Income per | Purchases 
capita | from United | } capita | from United 
States States 
De ee od cee ae el ——_—|—____} 
} i} | | 
kiss oe $1, 436 | 234.0 || Japan_..........-..--| $254 $13.0 
Great Britain. _-___- 958 | 21.0 || Egypt....--.. aie! ) 109 1.5 
SE MA oo ss ecm 846 13.0 || India_- Ln cettee 61 1.1 
Germany...........-- 742 18.0 |} Pakistan---.......-.-- 52 1.3 
Sth ceiesacoch ens 404 14.0 || 


|| 


Source: “Tariffs and Trade,” May 25, 1959. Published by the U.S. Council of the International Cham- 
ber of Commerce. All figures, converted at official exchange rates, are for 1957. 





Finally, the stable earnings record of companies fortunate enough 
to have plants abroad has added greatly to their ability to maintain 
steady and growing employment of U.S. workers. In the case of the 
two U.S. automobile companies mentioned earlier, it is obvious which 
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one is contributing most to U.S. employment, directly through its 
sales of U.S. components to Argentina and indirectly by the contribu- 
tion of its Argentine profits to its global (including United States) 
expansion. The recession of 1958 saw many U.S. companies main- 
taining stability in earnings and U.S. employment that would have 
been impossible without profits from their foreign manufacturing 
facilities. Indeed, $2.198 billion was brought home in 1958 as earn- 
ings from private direct foreign investments. 

Some critics of direct U.S. investments in producing facilities over- 
seas, while agreeing with all this, point out that a reduction in U.S. 
direct. investment abroad, at least the investment directed to Europe, 
would show quick results in cutting the deficit in our balance of pay- 
ments. This is undoubtedly true. But the gain would be so small 
and se temporary, and its negative impact on U.S. exports, foreign 
earnings and domestic job security so great, that it should not, in my 
opinion, be given a moment’s thought. 

U.S. investment overseas is yielding substantial net benefits to the 
U.S. balance of payments. In 1950, income from direct foreign 
investments was greater than outflow by $700 million; in 1951 $1 
billion; in 1952 $500 million; in 1953 $700 million; in 1954 $1 billion; 
in 1955 $1.1 billion; in 1956 $200 million; in 1957 another $200 mil- 
lion; in 1958 $1.1 billion; and last year $900 million. 

The 1959 net gain from U.S. direct investments abroad is in sharp 
contrast to the loss the United States sustained in that year in its 
foreign merchandise trade not financed by the U.S. Government—of 
$600 million. 

How is it that income from direct, foreign private investment is 
so consistently and impressively higher than the outflow of capital? 
Part of the answer is that the Government, very properly, includes 
in the balance of payments figures only net direct foreign private in- 
vestments—after deducting remittances owing to liquidations—and 
not reinvested earnings of foreign subsidiaries. Many important 
oversea manufacturing plants grew out of reinvested earnings which 
are now paying off. 

Perhaps of even greater importance is the fact that the investments 
made by foreign base companies of U.S. corporations—subsidiaries in 
countries such as Panama, Canada, Venezuela and Switzerland—are 
not included either. For these too reinvest earnings. 

In recent years, hundreds of leading U.S. corporations have been 
making their major investments abroad through these foreign base 
companies and, importantly, out of funds largely earned abroad. 

To a great degree, direct outflow of direct investment funds from 
this country represents only a primer to start up a plant financed in 
the main by foreign earnings of such subsidiaries. To reduce this 
flow of primer capital would be to reduce the acquisition by U.S. 
companies of foreign facilities producing far more income than the 
relatively small outflow of dollars would indicate. 

The sizable net gain to the U.S. balance of payments of direct foreign 
investment is also the result of the equity in foreign plants that U.S. 
companies consistently receive in return for their patents, know-how, 
andtrademarks. Several weeks ago, for example, a U.S. manufacturer 
gained 51 percent of a new French company for these assets alone. 
Furthermore, U.S. companies are discovering ways to borrow a good 
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ortion of the capital needed for a new venture overseas from local 
aaks and other sources of capital, and to find substitutes for capital 
in the form of such things as local grants to new investors. All of 
this materially reduces the drain on the U.S. balance of payments of 
direct foreign investment. 

A few illustrations may not be amiss. A U.S. industrial goods com- 
pany, whose exports from the U.S. account for a third of its total 
foreign sales, finds that those exports, despite its best efforts, are 
rapidly sinking, whereas sales from foreign plants are zooming sky- 
ward and in the first quarter of this year were 50 percent above the 
first quarter of last year. 

Investment by the U.S. parent company in foreign facilities has 
amounted to $8 million; this investment is now worth more than $12 
million. All of the foreign earnings are flowing to a foreign base 
company from which they are being reinvested. In several years the 
investment program will be complete and earnings will begin flowing 
back to the U.S. parent in the form of dividends. In 1960, these 
arnings are expected to be $2 million, 

More often, the U.S. parent begins to receive foreign income right 
from the start of an international expansion. In one instance this 
plan will be followed at the same time that the foreign investment 
program is financed without a dollar leaving the United States. This 
company will begin by licensing foreign producers and sending 90 
percent of the proceeds home. After 3 years, the division of royalties 
and fees will be 50-50 between U.S. parent and foreign base subsidiary. 
At the end of 5 years, the base company will have sufficient funds to 
exercise its option to buy equity in its foreign licensees. 

Direct private foreign investment is vastly more important to the 
U.S. position in the world than its immediate support of the U.S. 
balance of payments. Its swift emergence today as a tool of indus- 
trial operations is a crucially necessary response on the part of Amer- 
ican management to a profound change in the international economy. 

For 40 years, the high corporate policy of U.S. companies was based 
on several basic assumptions, assumptions which were valid and which 
enabled us to amass unprecedented wealth. These assumptions are 
false—dangerously false—today. 

One was that the U.S. market was so big and so rich that it produced 
and consumed more of most manufactured goods than the rest of the 
world combined, and that U.S. business management could therefore 
properly concentrate its attention on the U.S. market. Under this 
assumption, most of our best men were given domestic management 
responsibilities. International business was called “exports,” since 
it consisted in the main of keeping the conveyor belt going a little 
longer for foreign markets, or sometimes even consisted of selling—or 
dumping—abroad when the belt ran a bit too long for the U.S. market. 

Today this assumption is false. The free world now produces and 
consumes more steel than we do, more electrical energy, more radio 
sets, more of a great many things. Future growth rates abroad com- 
pared to the United States are electrifying. 

Thus U.S. manufacturers in mounting numbers have or will set their 
ae during the 1960’s on nothing less than a volume of business out- 
side the United States at least equal to the volume they enjoy—and 
will enjoy—within the United States. And they foresee their profits 
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earned outside the United States growing much larger in the decades 
that follow than those earned within. Obviously this means that com- 
panies that do not set their sights on this goal will progressively become 
second- or third- or fourth-rate firms. 

Another assumption no longer valid is that the United States is the 
unique repository of high productivity, low-unit-cost mass-production 
techniques. True, many industries in Europe and Japan do not come 
up to U.S. standards in this respect, but the U.S. manager, who is 
lulled into the idea that the United States will continue to enjoy more 
efficient production and distribution methods, does so at his own risk. 

The Common Market and Free Trade Association in Europe do not 
merely pose a challenge to U.S. exporters in terms of a tariff wall we 
must hurdle that will not confront Europeans in their trade with each 
other. As the Europeans develop a mass market, modern technology 
and modern research programs significantly less costly than ours, the 
chances of U.S. companies earning half or more of their profits out- 
side the United States in competition with European and Japanese 
producers are nil. 

This does not mean that U.S. export earnings are not destined to 
rise substantially and continually now and in the years ahead. Un- 
doubtedly they will—through increased sales of traditional U.S. com- 
modity exports, of exports of highly technical products in which our 
specialization gives us an edge, “and of products whose U.S. —_ 
has strong appeal to foreign consumers. But for the bulk of U.S 
firms, full capitalization on foreign market growth will have to be 
carried out by exporting from the United States and licensing and 
investing overseas. 

When a U.S. company crosses this great divide it begins to look, 
quite properly, at the U.S. market as one, though admittedly the 
brightest one, of a hundred or more. Its decisions as to how to cap- 
ture the greatest sales and earn the greatest profit in each of these 
markets does not start from any preconceptions concerning where 
that market should be served from or in what manner. A given 
market may best be supplied from several different production sources 
and by a combinati ion of exports, licenses, and investments. 

The sole criterion is, given the total, worldwide resources of the 
company, what arrangement in that market will build the largest 
volume of secure, profitable business. Usually these activities are 
directed by an independent international division or subsidiary of the 
U.S. parent, but after the net income from foreign oper ations reaches 
40 to 45 percent of the firm’s total income this division disappears and 
the entire corporation becomes a global concern. 

The globalization of U.S. corporate interests cannot help but keep 
the United States itself strong, vigorous, and in the vanguard of world 
economic leadership. 

A quick look at the record of several companies shows why. General 
Motors earned $120 million or 14 percent of its global net income in 
1959 from investments outside the United States and Canada, even 
though these represented only 9 percent of GM’s total net assets. 

Standard Oil of New Jersey netted $413.4 million from foreign 
operations in 1959, or 66 percent of its total net income. The yield 
on Jersey’s foreign assets was 15.9 percent against 5.3 percent on assets 
in the United States. 
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Eastman Kodak’s associated companies outside the United States 
had net earnings in 1959 of $26.5 million and paid a = million divi- 
dend to the ps wrent U.S. company, whose exports of U.S. manufactured 
goods also rose by 10 percent dur ing the year. 

Similarly, remittances in 1959 from foreign affiliates to the Worth- 
ington Corp. increased 47 percent to more then $1.9 million, with 
another $1.5 million in undistributed earnings retained abroad for 
future growth—while exports from the U nited States by the parent 
company also increased, by 13 percent. 

Otis Elevators’ share in the 1959 earnings of its overseas subsidiaries 
and associates was $6.52 million, 24.5 percent of the company’s global 
net earnings. 

The Schering Corp.’s foreign subsidiaries netted over $5 million 
last year, or 42 percent of the parent company’s global earnings. 

Colgate-Palmolive’s subsidiaries abroad made net sales in 1959 of 
$296.5 million, 51 percent of the company’s global sales; equity in these 
companies represents only 34 percent of C olgate’s global interests, but 
they earned 64 percent of the company’s 195 9 net income. 

The effect. of the direct investments abroad that made these figures 
possible in terms of raising living standards and building stronger 
allies and trading partners, has often been noted. But I would like 
to mention another encouragement to U.S. foreign economic policy 
many of these investments provide that is no less important for being 
unrecognized. 

Some of these investors take on local partners as a source of risk 
capital ; others do so because foreign law demands it, or because foreign 
pressures make it advisable. No matter what the reason, the result is 
to create a worldwide community of interests binding "together the 
peoples of the free world—with attendant. political “and economic 
benefits to the United States. Some companies—notably Kraft Foods 
and Owens-I1linois—have begun selling parent U.S. stock to foreign 
partners joining them in new productive ventures overseas: if this 
practice grows, truly international corporations owned by a multi- 
plicity of peoples w ill come into being. In my view, this is an exciting 
and creative answer to the problem ‘of outmoded nationalism. 

With these remarks as background, I would like to conclude with 
several suggestions relating to the high purpose of your committee’s 
hearings. In seeking, on ‘behalf of their U.S. stockholders and of 
the U.S. economy, to create international organizations, with the 
stimulus to exports and foreign earnings this will provide, U.S. 
business managers are looking more for a removal of deterrents by 
the U.S. Gov ernment than they are for special assistance. One im- 

rtant deterrent is that of the extension abroad of U.S. antitrust 

egislation. Certainly some form of extension is advisable. But the 
manner in which it is done is such that medium and smaller firms— 
which lack the means of acquiring full ownership of foreign facil- 
ities—are put in grave jeopardy of legal action against them almost no 

matter what arrangements they make then with their foreign partners. 
These laws were written years ago with no idea that they would be 
applied to foreign operations of U.S. firms, so that today, for example, 
a U.S. firm that tries to insure that its Japanese licensee does not 
walk off with the U.S. firm’s Latin American markets can and prob- 
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ably should be sued by the U.S. Government. This, of course, does not 
advance the goal of expanding U.S. exports. 

A second deterrent, both to U.S. exports and to U.S. direct foreign 
investments and licensing arrangements, is that of our strategic trade 
controls and foreign assets controls. Again some form of control is 
obviously necessary, but here too an overhaul seems in order. Is it 
really necessary for U.S. exporters and U.S. foreign investors to sit 
by to the extent they must today and watch their competitors in 
Europe and elsewhere walk off with Communist orders? 

A third deterrent concerns U.S. taxation of foreign-source income. 
As mentioned earlier, hundreds of U.S. companies are deferring such 
taxation through the use of base companies abroad. But Canada, 
Britain, Belgium, Holland, and many allsen countries also permit their 
businessmen to defer—or escape entirely—taxation of foreign income 
without forcing international management to leave their borders as 
wedo. A bill, H.R. 5, soon to come before the Senate, would partially 
correct this situation and enjoys general business support, although 
it has been drastically emasculated in its passage through the House, 

A fourth deterrent confronting U.S. exporters and investors is lack 
of sufficient export credit facilities. The program presented to your 
committee by Mr. Francis X. Scafuro, as weil as those presented by 
representatives of the Export-Import Bank, would go far to relieve 
this inadequacy. 

Two final thoughts: 

The best hope for flourishing U.S. trade and other commercial ex- 
change with Europe would be a customs union or free trade agreement 
among the nations of Europe and North America. I do not believe 
this idea is presumptuous or even premature. In his proposals last 
week, German Economic Minister Ludwig Erhard suggested a 20- 
es reduction in the final tariff wall around the Common Market 

low the average existing tariffs of its members—and it is reported 
that he would have gone further if the U.S. Reciprocal Trade A gree- 

ments Act permitted the United States to reduce its tariffs more than 
20 percent. The Germans early saw the advantages to them of open 
access to the markets of other industrial countries, whereas the Brit- 
ish hesitated—and are now increasingly desperate to find their way 
back into such a scheme. Here in the United States we already en- 
joy a mass market and mass production; can it be any less advantageous 
for us to take part in such a scheme than for the British or Germans? 

Finally, it would be immediately helpful to the U.S. balance of 
payments, to U.S. jobs and to our general economic strength if we 
would practice what we preach and invite foreign capital and modern 
technology to invest within our own borders. U.S. investments in 
Europe and elsewhere do much to swell employment, income, and for- 
eign earnings of the countries where they settle. A recent study by 
Professor Dunning of Southampton University reveals that several 
hundred U.S. direct investments in the United Kingdom have been re- 
sponsible for a net improvement in Britain’s balance of payments every 
year of $390 million. With the technology of many European firms 
equal to and even better in some cases than ours, it is not unreasonable 
to suggest that the United States would benefit from attracting such 
companies to put their knowledge, skills, and money to work on behalf 
of U.S. workers and consumers and in the service of U.S. export earn- 
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ings, perhaps in areas such as West Virginia where employment is 
desperately needed. 

Thank you, Mr. Chairman, for giving me the privilege of appear- 
ing before your committee. 

Senator Barrierr. On the other hand, Mr, Haynes, it was the com- 
mittee’s privilege to hear you and we are deeply appreciative of your 
appearance here. It is obvious that you have gone to much work in 
preparing this presentation. You have made a very real contribu- 
tion to the committee’s work. 

I should like to ask you a few questions. 

On page 2 of your statement you referred to the situation involving 
a Midwest manufacturer and you said that the Mexican Government, 
at the request of a Mexican producer, was about to close the border 
to the U.S, firms’ exports. 

How was thistobedone? The closing of the border, that is. 

Mr. Haynes. The Mexican Government, Senator, has a committee 
which I believe has represented the Government, industry, and other 
groups, which makes proposals to the appropriate Mexican Govern- 
ment ministry for a total embargo against imports usually when a 
Mexican company itself wants to protect the market for its own pro- 
duction. This is a very common standards practice in Mexico and 
very damaging to U.S. exports. 

Senator Barrierr. On page 3, in advancing your proposition that 
U.S. business investments abroad are in the long run or in the in- 
termediate run helpful to business here at home, you said that the new 
overseas plant must be supplied temporarily or permanently with com- 
ponents and materials natin nckened in the United States. 

In your judgment, will that situation long continue or will the 
increasing industrialization of the countries, where our investments 
are made, create a situation where those components and materials 
can be bought in the country where the investment is placed ? 

Mr. Haynes. It depends on the product and the industry. I think 
it is very clear that the usual course is for a company to progressively 
reduce the amount of components imported from the United States, 
which I believe was the import of your remark. 

On the other hand, as the international economy grows and as more 
and more producing facilities are created, the practice is growing of 
interchanging components between factories specializing on one par- 
ticular type and I foresee this continuing to be 4 case in the indefinite 
future for a number of products. 

Mr. Barrierr. What if our whole foreign aid program were to be 
chopped off overnight? What effect would that have on this entire 
investment program which you outline here? 

Mr. Haynes. Well, of course, I believe in the largest sense of that 
question, Senator, it would strike a death blow at the aspirations and 
hopes of American international business management for creating 
truly international concerns. My very close contact with a great num- 
ber of these men convinces me that they are quite sold on the necessity 
of foreign aid, not only to maintain political freedom abroad, but 
also to expand the, in many cases, pitifully low incomes of these 
nations without which expansion they might also fall under com- 
munism. 

Many of these areas, of course, are extremely important providers 
of our raw materials, and which our own industries and the plants 
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we have in Europe rely on. I believe this would be an extremely grave 
situation if it were to come about. 

Senator Barrierr. I confess that you alarm me because I want 
everything to be bigger and better here in the United States, when 
you said—and I am going to quote your remarks on page 8: 

The free world now produces and consumes more steel than we do, more electri- 
cal energy, more radio sets, more of a great many things. 


What particularly concerned me was the concluding sentence in that 
paragraph in these words: 


Future growth rates abroad compared to the United States are electrifying. 


Mr. Haynes, approximately when did this trend start where the 
growth rate exceeded that of the United States and when they arrived 
at a position where they were using more electrical energy, radio sets, 
etc. ? 

Mr. Haynes. I couldn’t put a precise date on it. There is one, I 
am sure, but this is a postwar phenomenon, by and large. 

I recognize and respond warmly, Senator, to the feeling, on the 
part of many Ameri icans, of surprise and indeed dismay that foreign 
economies may be growing faster than ours. In terms of absolute 
productive power we may not long enjoy the massive predominance 
we do. 

On the other hand, if you look a little ahead, it is quite clear that 
the only way we can continue to be a massively predominant nation 
in this world is to condemn 2 billion people abroad to permanent, 
extremely low living standards. 

Obviously, by definition, if we are going to lift them up in their 
standard of living so they can enjoy their full power as human be- 
ings, this means that production abroad, with 2 billion people is going 
to vastly exceed ours, with 178 million or whatever it is. 

Furthermore, it is only by the realization of decent production 
levels and standards of living which will put ours in the shade, as it 
were, that we ourselves can grow as fast as we should. I am con- 
vinced this country will experience extremely greater growth rates 
only as, if you will, it falls relatively further behind in ‘terms of ab- 
solute production. 

Senator Barrierr. Well, I don’t know that it was foreordained 
that we should be leading’ in everything all the time. I suppose I 
read into this that which wasn’t stated—many others are likely to do 
so, too—fear that what you say about countries of Western Europe 
may be equally applicable to the Communist countries. 

Mr. Haynes. I do think this is a threat, Senator. 

I would like to add one other thing and that is that these countries, 
even in Europe, but especially elsewhere, are so far behind us that 
their growth rates must exceed ours if they are going to have a 
chance, as they definitely should, of catching up. 

On your point about the Communist world, I think that is a very 
useful reminder. It is certainly a threat and one we ignore at our 
own peril. 

Senator Barrierr. Your feelings is, as I gather, that there is 
nothing altogether bad about this and it may not be bad at all because 
as the standard of living in these countries is elevated, it not only 
causes more consumption of all these things in the particular countries 
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involved, of een made locally, but enlarges the U.S. market in 
each particular country 

Mr. Haynes. Very much so, indeed. 

Senator Barrierr. How is U.S. labor going to participate in earn- 
ings from U.S. companies abroad 

Mr. Haynes. Ina var iety of ways, Senator. 

First of all, the earnings brought back to this country enable us 
to maintain a high level of imports which obviously is going to help 
consumers and workers. Even more directly and very ‘dramatically 
as in the case of the Ford Motor Co. in 1958, earnings abroad by 
American companies brought back helped those companies to sustain 
and expand their payrolls ‘and indeed the wages they pay their work- 
ers. The Ford Motor Co. would have been in extremely serious 
condition in 1958 were it not for the foreign earnings brought back. 

In the case of Studebaker-Packard, I believe their employment of 
U.S. workers has decidedly dropped, for one reason that they did not 
have this cushion that Ford and others had. 

Senator Barrierr. You would tell us the obvious stake U.S. labor 
has in every U.S. company will, in the manner you have described, 
be protected ? 

Mr. Haynes. Yes. 

Senator, it seems to me that every American company has responsi- 
bilities to and helps support a variety of things. First, the stock- 
holders; secondly, the workers, the management, and the consumers. 
Every one of those groups has a stake in the overall vitality and vigor 
of the company. Certainly foreign earnings is just as helpful in the 
long run in the very real sense of ‘the workers as it is to the American 
consumers and stockholders. 

Senator Bartterr. On page 12 you referred to H.R. 5, slated to 
come before the Senate, and you said that would be helpful in con- 
nection with U.S. taxation of foreign source income. What does that 
bill, Mr. Haynes, seek to do? 

Mr. Haynes. It would provide for a deferral of U.S. income tax 
on income earned in indeddvebupad countries and reinvested in under- 
developed countries. 

I mentioned that hundreds of American companies are already en- 
joying deferral of U.S. income tax on foreign income. They are 
doing it in a way to provide for deferral of the U.S. tax on all foreign 
income, including that earned in Europe and these funds are re- 
invested 100 cents on the dollar instead of something much less, in 
swifter expansion of yet additional foreign facilities. But this has 
been done only at the cost of exporting a great many managers, of 
getting them out of the country, to be sure that the foreign income 
will be deemed foreign and not taxed by the U.S. Government. 

This bill would to some degree permit this management to come 
back to the United States, but only i in a very restricted way. 

The total concept of deferral of U.S. tax on foreign income is very 
helpful both to U.S. stockholders and to the U.S. Treasury because 
it creates greater earnings which will eventually come back to be paid 
to the U.S. shareholders i in dividends and that cannot be done until 
and unless the full U.S. tax is then levied. So there is no evasion or 
avoidance of the tax but mere deferral. 
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Senator Barrterr. Mr. Haynes, the chairman is about to leave the 
room, reluctantly, on account of a previous engagement and the Sen- 
ator from Pennsylvania, Mr. Scott, will preside. 

Before departing, I want to thank you personally for an explana- 
tion of a very complex matter which even a laymen such as myself 
could grasp. I think you have done a most excellent job and I want 
to thank you. 

Mr. Haynes. Thank you. 

Senator Scorr. Mr. Haynes, I agree entirely with what Senator 
Bartlett has said. 

On page 13 you state the Germans would be willing to cut their 
tariffs by more than 20 percent. We are doing this now and we ob- 
served the results that large amounts of textiles and electrical ma- 
chinery are underselling our own production. I have seen this myself 
in Japan, for example, and in Africa. I am just wondering how far 
that is going to do the job. 

Ludwig Erhard suggested a 20-percent reduction in the final tariff wall around 
the Common Market below the average existing tariffs of its members—and it 
is reported that he would have gone farther if the U.S. Reciprocal Trade Agree- 
ments Act permitted the United States to reduce its tariffs more than 20 
percent. 

It seems to me by reducing our tariffs in this amount—we are in the 
process of reducing it at least that much—we have already created 
some harmful effects to U.S. industry. 

Some say this is unavoidable, but those of us who have to listen to the 
concern of textile and electrical machinery people just wonder how 
much further we can go along with U.S. action in this area. What do 
you think ? 

Mr. Haynes. I agree with the Senator that certainly some com- 
panies are hurt when protection goes down in terms of tariffs. Inci- 
dentally, of course, the American consumer has benefited by receiving 
a product probably just as good at a lower price and I think this is a 
gain. 

One thing I would like to point out from my special situation—the 
chair I sit in—is that increasingly American companies, and there 
aren’t too many of them that are hurt by imports, are finding it bene- 
ficial to them and eventually to their U.S. employment and so on to 
join the ranks of those producing abroad so that their share of world 
market doesn’t drop and perhaps even the U.S. market doesn’t drop. 

Senator Scorr. If you take the U.S. textile industry in the Second 
World War, we were in this country making the uniforms for virtually 
all of the nations of the free world engaged in that conflict. As more 
and more textile mills go out of business, and considering the possibil- 
ity of a future crisis, it certainly is clear that our industry would not 
be able to do in some future crisis what it was called on to do in World 
War II. I assume you are saying that the substitute for that is to have 
the United States establish textile factories abroad who could make 
among other things uniforms, and equipment for all of our allies 
and pick up the gap which the United States can no longer do. Is 
that what you are saying? If we wish to retain the market? 

Mr. Haynes. I bow to the Senator’s superior knowledge of the tex- 
tile industry, but I don’t quite, Senator, foresee the inability of Ameri- 
can industry to quickly gear up in something so relatively uncomplex 
as textile manufacture in the case of an emergency. 
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But far more than that, the balance-of-payments position of this 
country in trading strength in the world can never, in my view, be 
solved merely by protecting relatively inefficient producers in this 
country. Far better would it be for those very workers to go to a more 
productive, more efficient industry in this country where ‘their wages 
would be higher and their jobs far more secure. 

Senator Scorr. Of course, Mr. Haynes, I think we all know that 
that is a lot more easily said than done. I have been down here 18 
years and I have watched the textile industry leave areas in Penn- 
sylvania; I have watched what has happened to some branches of the 
electrical manufacturing industry. It is all well and good to say 
there are some American industries which will just have to quit, some 
American industries will just have to go out of existence, unless they 
are willing to establish factories abroad. Or to say that the workers 
ought to find more efficient and higher paid jobs. But I think you and 
I know that isn’t the way it works in many cases. This is equivalent 
to saying that we ought to have a transposition or exchange of popu- 
lations in some parts of the country above that which goodness knows 
is already going on. 

If you take some sections of Pennsylvania where they have lost 
industry, the men are sitting around doing the housework or baby- 
sitting or doing the shopping. The women are engaged in support- 
ing the families. The population has not left such areas as Scranton, 
Wilkes-Barre, Uniontown, and Hazleton. The people are sitting 
there and, I take it, you dismiss that as more or less one of the casual- 
ties of apparent economic developments as they affect U.S. industry. 

Mr. Haynes. This is a very excellent point, Senator, and one that 
I think deserves more study than has been given it. 

Senator Scorr. Understand I am not critical. 

Mr. Haynes. It is a very, very important point and I think much 
more can be done to investigate it. 

For example, in New England—I agree with the Senator that pop- 
ulations aren’t going to move but new industries can and do come 
in—I would like to make one or two points on that that I think may 
hold out some useful lessons for us. 

The city of Plymouth, in England, has had a very large skilled 
working population at the naval dockyards. Britain’s Navy is now 
practic ally disappearing, as you know. 

In the last year I have had three visits from a very charming 
Englishman to my office seeking my assistance as to how he could 
attract American companies to invest in Plymouth and make use of 
this skilled work force. They are going to succeed. The Dutch, 
faced with the same problem right after the war, set up a brilliantly 
effective operation in New York, the Netherlands Industrial Institute, 
under aman named Bordray. 

He has succeeded in bringing more than 100 excellent topflight 
American firms to Holland to provide jobs for workers who didn’t 
have jobs. 

The last point in my statement, I think, does bear on this in the 
sense that I see absolutely no reason why this country can’t do the 
same thing both inside the United States and, indeed, seek out some 
of the most illustrious firms in the world, say Phillips of Holland, 
which is equal to any country in the world in term of vigorous mati- 
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agement and leadership. Induce them to come in with perhaps the 
same incentives provided in England, in parts of France, and in Italy 
for such investments. Plants built to the specifications of the investor 
and leased to him on a low-rent basis. Things of this sort. 

I certainly think that you have put your finger on a very, very 
interesting problem, Senator, and one in which we personally would 
be delighted to work with you. 

Senator Scorr. It is of great concern that this magnificent achieve- 
ment which we are so proud in the industrial and mechanical field 
somehow hasn’t found a way to put food in the mouths of West Vir- 
ginians, Pennsylvanians, and Kentuckians. 

I am not saying anything to you here that I didn’t also say in 
somewhat more compressed language to the President within the 
week. It is a matter of great concern and I don’t believe we can 
just dismiss it by saying, “If you can’t make a livi ing here in the tex- 
tile business, go over and setup a textile business in Holland.” 

They haven't any money to set up in some other countries. The 
employers don’t have the capital left and the employees aren’t going 
to leave. I won’t belabor it further. We both know the problem 
exists. 

Mr. Haynes. Gov. Luther Hodges of North Carolina has success- 
fully induced European companies to come into his State of North 
Carolina to provide jobs. This is a creative thing that can work. 

Senator Scorr. He was in our State too, the other day, on the same 
mission, moving more plants from Pennsylvania to North Carolina. 

According to ) the U.S. balance-of- -payments statement for the year 
1959, approximately $2.1 billion were returned to the United States 
as part of the earnings on our foreign investment, and this total of 
our profits earned overseas is increasing every year, as you have 
stated, but do you think we are beginning to rely on these profits 
instead of pushing our exports so as ‘to have an export surplus or, in 
other words, are we beginning to consider our investments in foreign 
manufacture as a substitute for direct exports? 

Mr. Haynes. Senator, I really appreciate this question because in 
some of the discussions I have had in the past this point has been 
missed—I don’t make it plain enough, I am sure. 

My remarks certainly don’t indicate any desire to see us cease, or 
lower our export drive one iota. As a matter of fact, there are many 

ways American industry can and is beginning to increase exports and 
this should be pushed with all v igor. 

For example, we are attempting to help companies to do this. 
American exporters can set up importing companies abroad. Instead 
of merely sending the goods down to the shore here in New York, or 
what, have you, and kissing them goodby, set up their own importing 
companies and make the importers and the wholesalers’ profit, which 
vastly—as well as the export profit—provides much more dynamism 
in the selling effort abroad, has much better control of distributors 
abroad, better control of advertising and promotion, and companies 
who have done this, led notably by General Motors back in the thirties 
and now beginning to be picked up by companies like Singer and 
others, are enormously i increasing their export profits. 

In this and in many other ways we certainly would go along with 
you in feeling that exports can be an increasingly important part of 
of our foreign exchange earnings and should be. 
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Senator Scorr. We are setting up all kinds of programs and loans 
for underdeveloped areas and we have had to do this by governmental 
means because private capital did not consider such loans profitable 
enough. Just what can be done to get our private investors into the 
picture ? 

Mr. Haynes. I believe, Senator, that Frank Scafuro’s scheme de- 
serves some very serious consideration and I understand this com- 
mittee was interested in his remarks. 

Senator Scorr. I was here when he testified. 

Mr. Haynes. It seems to me it is pretty evident American banks 
have not gotten into the field of foreign financing nearly to the extent 
they can and should. One reason for this is they are unfamiliar with 
foreign markets. Now, this is hard to believe: When Russell Smith, 
who has just retired as the head of the Bank of America’s international 
operations took over that job, the sole extent of the Bank of America’s 
foreign financing was to finance the shipment of a product from the 
U.S. factory to the U.S. port. It did nothing else in the international 
financial field, or export credit field. 

Well, due to this one man, primarily, Russell Smith, this bank is now 
fabulously active as an international banking institution. But this 
type of man is still rare. There haven’t been enough of them. In 
my view, Mr. Scafuro is in the class with Mr. Smith and this idea 
would help overcome this lag, if you will, in American financial in- 
terests in helping manufacturers and others in their international 
operations. 

Senator Scorr. Since the Soviet Union is making a very determined 
effort to gain a foothold in some strategic, underdeveloped areas either 
by buying a large proportion of their crops or by giving long-term 
loans or i other device in your opinion, just what can we do to 
counteract the Soviet influence in such countries as Iceland, Guinea, 
Ghana, Egypt, and India? Would not our long-term investments in- 
dicate the good intentions of the free world to assist in their economic 
development, if we could establish such a basis? 

Mr. Haynes. I agree with you, Senator, that it would. 

From our standpoint again, a most effective instrument in combating 
Communist inroads in world markets is private investment. As an 
example, in 1957 and 1958, the Red Chinese trade offensive in southeast 
Asia reached pretty dangerous proportions and they were dumping 
products and gaining a solid foothold in Thailand, Burma, and 
so on. 

But, because U.S. companies have been investing abroad in local 
plants in India, in Thailand, and elsewhere—admittedly not a great 
deal, not to a great extent yet, but they have been—this has helped 
persuade the Thais, Burmese, and others to protect their own manu- 
facturing companies by shutting off Red Chinese dumped exports. 
And, furthermore, of course, when investment is made by an American 
company in Guinea, and other countries, those companies take with 
them the salesmanship behind our ideas of free enterprise and political 
freedom and help combat the alient influences right on the spot. 

Senator Scorr. Thank you very much, Mr. Haynes. 

Our next witness is Mr. George W. Ball. 

I am sorry I have to leave at this moment. I will read your testi- 
mony with great interest. I have an appointment with the Vice Presi- 
dent. Senator Engle is going to preside. 
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Senator Eneir. We are glad to have you here, Mr. Ball. I remem- 
ber you from our previous associations. We will be pleased to have 
your statement. 


STATEMENT OF GEORGE W. BALL, ATTORNEY WITH THE FIRM OF 
CLEARY, GOTTLIEB, FRIENDLY & BALL, WASHINGTON, D.C. 


Mr. Batu. Mr. Chairman, if I can offer any assistance to the com- 
mittee this morning, it is as a private American citizen; a lawyer who 
has had some professional experience in advising American firms with 
regard to their investment problems, particularly in Europe, and even 
more particularly in the Common Market countries. 

While the law firm, of which I am a member, serves as a legal ad- 
viser in the United States for the European Economic Commission, 
which is the executive body of the European Common Market, I am 
not speaking on behalf of the Commission and any comments I make 
are my own. 

I would like to address my observations this morning to three points. 

First, the factors that are persuading American industrial firms to 
establish production facilities in Europe; second, the forms which 
those investments are taking and are likely to take in the future, and 
third, the implications of this investment trend for American business, 
labor, and our whole American economy. 

The decision by a corporate management to establish or develop 
production facilities abroad is normally influenced by a combination 
of considerations—not always articulated or fully understood even by 
the management. 

I wouldn’t attempt this morning to suggest the relative weight of 
these individual elements that contribute to decision because of the 
variations from situation to situation, but I would like to suggest some 
of the motivations for the developing trend toward direct investment 
in Europe. 

Obviously the most compelling reason for a company to decide to 
establish production facilities in Europe is because the European econ- 
omy is growing today at a substantially higher rate than our own 
domestic economy. This high rate of growth began to develop mo- 
mentum during the last decade. Within the past 2 years, the creation 
of the European Common Market has provided an additional impetus. 
It is offering European producers for the first time the promise of a 
new mass market with all the possibilities which this implies for the 
elimination or absorption of marginal producers, the modernization of 
production and distribution techniques, and finally the full realization 
of the economies of scale. 

So I think it is not at all surprising that the Common Market has 
been acting as a kind of magnet for American industry. It offers our 
most enterprising industrialists the challenge, I may say, of a new 
economic frontier—the coming into being of a market serving a popu- 
lation approximately as great as that of our U.S. market in which the 
gross national product per capita has increased 50 percent in the last 
decade while our own per capita gross national product was increas- 
ing only 33 percent. 

It is a market that is capable of enormous expansion because in & 
sense it is at a somewhat lower state of development than our own. 
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It is a market where the standard of living is far below that of the 
United States, but where the mass of the population is beginning now 
for the first time to want and to expect the more elaborate types of 
consumer goods. 

Granted all this, however, I think it is a fair question, why shouldn’t 
the American industry be content to serve that market by exports 
from the United States? Why is it necessary for American firms to 
go to the market to establish production facilities ¢ 

In the discussion of the movement of American firms abroad, it is 
often overlooked that many American firms are not doing so. They 
plan to supply the European markets—the Common Market and the 
European Free Trade Association area—by an increase in their export 
trade. This is most frequently the case where a product required by 
European consumers is identical with the product that is sold to 
Americans and especially where that product is not labor intensive. 

In such a case, production at home may involve merely a small addi- 
tion to the total production on existing assembly lines, and the result- 
ing economy may be so substantial as to overcome any cost advantage 
that is enjoyed by European producers. 

Now, this isn’t true for many types of goods. A product may need 
a special design to meet the special requirements of the European 
market, or different designs may be needed for different segments of 
that market. In that case, it will probably be cheaper to fabricate the 
product by using small-scale facilities established in Europe, employ- 
ing something less than full mass production methods, rather than to 
try to adapt a mass production assembly line in America to produce 
that specially designed article. 

For other products, transport may be a major element of cost. In 
that case also it is obviously desirable to have production near the 
marketplace. Or Europe may offer advantages in the availability of 
raw materials or of components or in other elements of cost. 

Finally, there may be certain institutional factors involving con- 
sumer tastes, or the need to adhere to an indigenous set of business 
practices. Not only may the company find it desirable to be identified 
with the community which it undertakes to serve, for obvious business 
reasons, but in fact it may greatly benefit from the established facili- 
ties, the reputation, and governmental relations of a sound and estab- 
lished European partner. 

Finally, there is the possibility that the American firm can improve 
its know-how and techniaties by acquiring a production source in 
Europe. This is becoming ever more important today. Europe is 
alive with all sorts of new techniques and processes, and, by the crea- 
tion of European subsidiaries, American firms can frequently practice 
a kind of cross-fertilization of techniques and ideas which can be 
ex‘remely profitable. 

Now, you will note I have failed in this analysis to mention two 
elements upon which great emphasis has recently been placed. Those 
are, first, the feeling that American-produced goods will not be able 
to compete effectively with goods produced within the European Com- 
mon Market because of the cost differential created by the common 
external tariff that is coming into being under the Treaty of Rome 
which created the Common Market. 

Second, is the desire of American firms to take advantage of lower 
wage costs in Europe. 
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In my opinion, the first of these elements—the fear that the tariff 
provisions of the Common Market will make U.S. exports noncom- 
petitive, has been overstated. During the entire postwar era, Ameri- 
can exports have been subject to discrimination under systems of 
quantitative restrictions and in many cases absolute embargoes, set 
up to safeguard the balance-of payments position of individual 
European countries. With the advent of liberalization and free con- 
vertibility which we have known in the last 2 years, these restrictions 
are rapidly disappearing. 

Certainly any tariff disadvantage which the American exports may 
suffer under the Common Market Treaty will certainly be of far less 
serious order than has been the case under quantitative restrictions. 

I am confident that if we conduct our own commercial policies in 
this country intelligently, even this trade disadvantage can be 
diminished. 

I refer to the so-called Dillon negotiations under GATT. T am 
sure the committee is fully aware of the recent proposals of the 
European Economic Commission, the so-called Hallstein proposal, 
for accelerating the coming into being of the Common Market. Those 
proposals include the provision for a 20 percent across-the-board cut 
in the common external tariff on industrial products. 

This last is an extraordinary proposal. It is being considered this 
very day by a meeting of the Council of Ministers of the European 
Economic Cataneniey which is meeting in Luxembourg. 

It is, I think, unmistakable evidence of the determination of the 
European Economic Community, the Common Market Community, 
to pursue a liberal course. I am convinced that the Common Market 
is already proving an impressive force in the direction of a more 
liberal trade policy throughout the free world, and I think we should 
use every effort to see that it continues to doso. In the long run the 
liberal trade policies followed by the European Economic Community 
can be a very great influence on our own policy, a healthy influence. 

The other element which I referred to a moment ago and which I 
believe has been overemphasized, is the feeling that American firms 
are going to Europe in order to take advantage of low European wage 
costs. Obviously wages are only one factor of costs, and it is a cost 
factor that may in a great number of cases be offset by higher raw 
material, capital, energy, and other components of cost. 

Even in those instances where lower wage costs have yielded lower 
costs of production—and this is certainly not necessarily always the 
case—it has been my observation that American companies have re- 
garded this only as a subsidiary consideration which has tended to 
compensate for some of the disadvantages of oversea production. I 
think also that there has been considerable exaggeration as to what 
wage differentials in Europe actually mean. 

It is very difficult to make statistical comparisons in this matter. 
We have tried it on many occasions, working in some instances with 
the Bureau of Labor Statistics. One of the problems is that in Eu- 
rope a very high percentage—it runs from 30 to 40 percent in France, 
I believe—of the total wage bill consists of fringe benefits, family 
allowances and old-age allowances and so on. The comparison of 
actual money wages is thus an extremely difficult one. 
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But, in any event, I think that this wage differential is very rapidly 
shrinking. Wages are no more a static cost factor than other cost 
factors. 

“conomic growth and the heightened expectations of the working 
force are bringing constant pressure for new wage increases. We 
have seen the phenomenon of the drying up, to a considerable extent, 
of the fugitive labor that has been pouring into the German labor 
market from the East. We have seen the creation of conditions of 
full employment and even of overemployment in very large parts of 
the European Economic Community, and lately the sanamied of 
a more confident and more aggressive labor movement. These are 
all factors contributing to labor’s demand for a larger share of reve- 
nues. Finally, I think, you have to add the influence of the Common 
Market Treaty itself. In requiring the equalization of conditions of 
labor within the Economic Community, the treaty will tend to raise 
the wage bill in the lower income areas of the Community and create 
a kind of leveling up. It won’t be a leveling down; but quite specific- 
ally, a leveling up. 

So, whatever may be the temporary advantage in labor costs en- 
joyed by producers within the Common Market, we will see that ad- 
vantage progressively disappear if Europe continues its present very 
rapid growth, a growth not only in production but in productivity 
as well. 

American producers, I think, are aware of this. The ones we have 
worked with have certainly been. They are for the most part not 
basing their investment plans in Europe on the continuance of a 
labor cost advantage. They are investing for the long pull in reliance 
on the continued economic growth which will almost inevitably wipe 
out that labor cost advantage 

So I would sum up my observations at this point by saying that 
the establishment of production facilities in Europe is a normal and 
natural movement by American industry seeking a closer point of 
attack on a new and very promising market. 

American firms are building and buying factories in Europe for 
the same reason that, during the postwar period, they have been build- 
ing factors and developing facilities in Canada, in your own State, 
Mr. Chairman, and in the southwest part of the United States as 
well, because Canada and California and Texas and the whole West 
and Southwest have been developing faster than the traditional mar- 
kets of the eastern part of the United States. 

Let’s turn for a moment to the form this investment is taking. 

During the period of the so-called dollar shortage, when individual 
European countries were surrounded by a wall of quota restrictions, 
American firms were faced with a serious dilemma. They found it 
necessary to produce behind that wall in order to be able to serve soft 
currency markets. They did not, however, find the climate propitious 
for long-term investment since there was no confidence either in the 
economic or the political stability of many European countries. 

So they sought ways of participating in production on a basis of 
limited liability and with the hope of short-term profit. 

Today the situation is altogether different. The American indus- 
trial community believes that the nations of Western Europe, particu- 
larly those included in the two regional groupings, the Common Mar- 
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ket and the European Free Trade Association, are politically and 
economically stable. In fact, there is evidence, based on recent expe- 
rience that the Common Market countries are certainly as stable and 
may even be economically more stable than the United States, 

I refer, of course, to their response to the last two recessions. 

. The U.S. industrial firms are undertaking forms of investment quite 
different from those they undertook 10 years ago. Instead of an 
investment of limited liability through patents and licensing arrange- 
ments, they are for the most part much more interested in the whole or 
partial ownership of production facilities. Firms that have made a 
limited commitment in the market in terms of production are increas- 
ing that commitment, and—what is astonishing, what has astonished 
us more than anything—is to find in so many cases that. firms which 
have never done any business abroad at all to speak of—perhaps a 
httle export trade; perhaps not even that—are moving with great 
confidence and assurance, looking for partners in Europe and setting 
up production facilities over there. 

The course of this investment activity serves, I think, as added proof 
of the thesis I put forth a moment ago, that it isn’t the fear of tariff or 
quota disadvantage nor is it the attraction of low wage rates that leads 
American industry to establish facilities abroad. It is economic 
growth and the promise of continued economic growth in the markets 
to which they are going. The low wages and trade restrictions that 
prevailed in Europe during the first decade following the war were 
expressions of the poverty of the European economy, and poverty 
never attracts American investment nor will it ever do so. The 
mvestment flow began in impressive volume only when a surge of 
economic growth had begun to eliminate low wage levels and trade 
restrictions. 

But even the present high level of investment in the Common Mar- 
ket does not mean that large amounts of American capital are mov- 
ing from the United States to Europe. This has been a point which, 
I think, has been rather overlooked. There has been an impression 
that a great deal of money is pouring from this country into Europe, 
of fresh capital. That actually isn’t so. For the most part American 
companies are concentrating on what you might call beachheads of 
production. They are limiting their capital investments. 

In 1957, for example, according to the figures of the Department of 
Commerce, only 19 percent of the United States direct foreign in- 
vestment in Europe—I am talking in all cases here about direct in- 
vestment rather than portfolio investment—consisted of capital ex- 
ported from this country. Of the balance, 35 percent came from funds 
obtained in Europe and the remainder of 46 percent was principally 
out of reinvested earnings and depreciation and depletion. 

In 1958 this situation was even more pronounced. Only 8 percent 
of our total direct investment in Europe—new investment—was repre- 
sented by the export of U.S. capital; 44 percent represented funds ob- 
tained in Europe. 

I think it is likely that we are going to see a second wave of Ameri- 
can direct investment in Europe appearing 2 or 3 years from now that 
will be of very much greater dimensions than any we have seen up to 
this point. If Americans firms find Europe a profitable place in which 
to do business—and in the common experience of almost all of them 
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in the last 2 or 3 years, it has been extremely profitable—then they are 
going to seek to expand existing facilities. They will have gained 
the experience and with experience the confidence and the sense of 
assurance that conduce to expansion. 

But I think it is possible this second wave of investment will be 
financed to an even greater extent than the present wave with funds 
found in Europe. Today many European subsidiaries of American 
corporations are obtaining capital from local partners and by limited 
borrowings from European financial institutions. But in many cases 
the capital structure of these subsidiaries—that is, the ratio of equity 
to debt—is such that it precludes recourse to local financing. 

European financial institutions are reluctant to lend money to 
American companies that they don’t know as well as they know estab- 
lished European companies, when there is a small ratio of equity 
to debt. 

This situation will not always prevail. I think it is rapidly chang- 
ing; earnings are being accumulated in these companies, they are 
being reinvested to a considerable extent in equity, and as American 
companies consolidate their relations with European banks and 
financial institutions, they will find it increasingly attractive to raise 
their money on the European capital market. 

This, I think, will certainly be true if the present trends continue. 
If interest rates continue to decline in Europe as they have been doing 
in the past few years, while they continue to rise in this country, this 
will be true. 

Now, as the committee well knows, the trend toward increased de- 
velopment by U.S. firms in production facilities in Europe has been 
viewed with some alarm in some sectors. 

First, the fear has been expressed that the trend would lead to a 
drying up of our export trade and this would in turn contribute to 
unemployment at home. And second, there has been concern that 
direct investment abroad would exacerbate our troublesome overall 
balance of payments position. 

I don’t regard either of these fears as well founded. 

The decline of U.S. exports between 1956 and 1959 was due largely 
to a shrinkage of exports of cotton, petroleum, iron, and steel, metal 
products, aircraft and nonferrous metals, 

The decline in those exports cannot be attributed in any sense to 
the growth of U.S. investment abroad. 

On the other hand, the liberalization of quota restrictions, which 
has come about with the recent advent of prosperity and convertibility 
in Europe, has opened up new and greater markets for U.S. products, 
while the growth of the European economy has materially increased 
demand, particularly for capital goods. 

In the first 2 months of this year, for example, U.S. exports to 
the Common Market amounted to almost $550 million, or 52 percent 
above the same period in 1959, and 36 percent above the same period 
in 1956 to which we tend to look back nostalgically as a “normal” year. 
The reason for this increase in exports is, of course, the phenomenal 
growth in investment and per capita income in Western Europe to 
which the Common Market is making a significant contribution. 

Similarly, the developments in our import trade have not been 
attributable to developments in U.S. foreign investment. If we leave 
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out of the picture automobiles (which are a very special case since 
the import trade in automobiles developed, I think, almost entirely 
because our own automobile producers refused to make the type of 
car the American public wanted), the increase in our imports has 
gone hand in hand with the increase in our gross national product. 
Total imports have remained a stable portion of our gross national 
product, a stable 3 percent. 

One of the factors in explaining the stable pattern of our import 
growth has been the stability of consumer disposable income in the 
United States in spite of the business cycle fluctuations; exports on the 
other hand, have been sensitive to cyclical factors. 

Nor is it true that private direct investment in Europe has had an 
adverse effect on our balance of payments position, for four reasons. 

First, every year since the end of World War II and even before, 
the United States has been a net recipient of payments from the rest 
of the world on direct private investment account. By this I mean 
that income from such investments has exceeded the outflow of the 
new investment capital. 

During the period from the beginning of 1956 through the first 
three quarters of 1959, for example, this excess of income over out- 
flow—and this is money actually brought home—aggregated more 
than $2 billion. This operated to support, rather than weaken, our 
balance of payments position. 

Secondly, if this were not the case, it still couldn’t be argued that 
our balance of payments problem of 1958 and 1959 was caused by an 
increased outflow of direct private foreign investment. 

The outflow was actually less during those 2 years than in 1956 and 
1957, when our deficit was substantially smaller. 

Third, as I have pointed out earlier, there is no vast movement of 
U.S. capital into Europe today in the form of direct investment. The 
greater part of our new direct investment in Europe is being financed 
either through the retention of income earned in Europe or through 
European financial sources. We are thus building up the total net 
asset position of American firms with no drain on our own capital 
market. 

The future income from those assets should serve as a stabilizing 
factor for our total economy. Mr. Haynes, I believe, gave some 
examples of this. 

Fourth, a fair part of the U.S. capital which has gone to Europe 
has not been invested in new production facilities, but instead to 
acquire shares in existing facilities. 

Now, Mr. Chairman, I don’t mean to suggest by these observations 
that the present trend toward investment by U.S. firms in production 
facilities in Europe will be without effect on the shape and character 
of our foreign trade or even of our domestic economy. Investment 
necessarily means changes in production as well as in trade patterns. 
Some American firms may begin to produce goods in Europe which 
they are now exporting to European markets. They may even begin 
to serve third markets by exporting from their European factories 
the same kinds of goods that they now produce in America. 

Some categories ‘of U.S. exports will suffer. Others will benefit. 
In some industrial sectors European subsidiaries of American com- 
panies may even export to the United States in competition with 
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U.S. produced goods. I know this has been suggested as the basis 
for oar but I think, except in a few industries it is highly unlikely 
that this is going to dev elop in substantial volume for many years to 
come. 

Already we are beginning to see the building up of a reciprocal in- 
vestment flow. European capital is coming into the United States 
and finding its way into production facilities under the direct man- 
agement of European companies, or in partnership with American 
companies. 

This counter trend, I think, is likely to increase if, as I hope, our 
own rate of growth is speeded up so that it more nearly approaches 
the rate of growth in Europe. But in any event I see no cause for 
alarm about the rate at which U.S. firms are seeking European pro- 
duction facilities. I think it is clear, as I have tried to show, that this 
offers no menace either to our merchandise trade or to our overall 
balance of payments. 

On the contrary, growth in Europe will, I am fully persuaded, be 
a real stimulant to American exports, for the lesson of history is that 
we export most to the countries with the highest standards of living 
and to the countries in which we have our largest investments. 

In the interim staff report to your committee, the point has been 
quite properly made that for us to reduce the flow of private invest- 
ment abroad would be inconsistent with our position of moral and 
political leadership in the world. It would also, I think, interrupt 
an historical process which is altogether healthy. Just as we have seen 
the expansion of U.S. firms from regional to nationwide production— 
a phenomenon which we have seen in very marked form in the last 
decade—we are now witnessing the beginning of their expansion from 
nationwide to worldwide production. 

Many of our industrial firms have in the past shown a parochial 
attitude toward world trade. They have seemed content to concen- 
trate on the expanding domestic market, leaving their foreign busi- 
ness to be done by an export or foreign department which has been 
regarded as a kind of uninteresting stepchild. 

But, as this country has expanded its political responsibilities to 
embrace a great part of the world, so American industry must expand 
its own horizons of production and trade. What we are witnessing 
today, as American firms acquire production facilities in Europe, is 
the classic pursuit of a normal, healthy, economic motive of seeking 
to exploit a new mass market. 

This process should not, I think, be viewed with alarm but with 
satisfaction and approval for, after all, this is another evidence of the 
vitality of American industry. 

Senator Eneate. That is an excellent and illuminating statement. 
I take it from what you have said that you are not disturbed at all 
about American investments in the European market. area and in fact 
you see positive advantages in it. However, I also observe on page 10 
of your statement that you say “poverty does not attract American 
investment. nor will it ever doso.” 

This would imply that there will always be some difficulty in 
persuading American investment to go into the underdeveloped 
countries, 
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Although we have been repeatedly told that the infusion of Ameri- 
can capital in these underdeveloped countries is necessary and helpful, 
do you think on the basis of your experience that we need to encourage 
investment in underdeveloped countries, well, in somewhat the same 
manner perhaps as suggested in the Boggs bill or others ¢ 

Mr. Bau. I think the problem of investment. in underdeveloped 
countries is a wholly different order of problem from that of American 
industry going abroad into a new and developing market. 

In underdeveloped countries the kind of private investment which 
we have had in the past has been to a very large extent limited to the 
development and exploitation of raw material sources. We have seen 
it potentially in the extractive industries and a great part of the post- 
world-war investment that has gone into underdeveloped countries has 
been by the oil companies. 

Now, that is quite a different thing from investment in the developed 
countries where what industry is looking for is the local market. 
There they are looking for a raw material source. Furthermore, in 
order to bring about the development of a country that is at a fairly 
low level of development, a great. part of the capital obviously has to 
go into what the economists in their horrible jargon call the “social 
infrastructure,” the development of the roads aa the ports and the 
facilities which make possible the beginning of diversification of 
industry and industrial growth, 

Senator Enete. What do they call it? 

Mr. Bau. Social infrastructure. I didn’t coin the word and I 
don’t like it. 

Senator Eneie. Infra! 

Mr. Batu. Infrastructure. 

Senator Enere. In other words, it is the facilities that make it 
possible for people to get around and move. 

Mr. Batu. Social or economic infrastructure, that is right. It is 
the basic facilities which make the beginning of industrial growth 
possible. 

Senator Eneie. That is normally not a function of private invest- 
ment, 

Mr. Batu. Normally not a function of private investment and I 
think this is obviously where government assistance has to play a very 
substantial role. 

Now, there is certainly a place for private industry in underde- 
veloped countries and I think that what can be done to encourage 
private investment is all tothe good. I think H.R. 5 is a modest, but 
very useful encouragement. 

As I understand it as it is now drafted, it is limited to investment 
in underdeveloped territories. I think this is very healthy. I think 
the things that we do with the Development Loan Fund are also 
healthy because the Fund is being used to a considerable extent as an 
aid to private industry going into these areas. What we must 
achieve in these areas for the most part is the development of tropical 
agriculture or the development of a few basic rudimentary industries, 
mostly in the form of light industries. 

I may say that the rather undirected encouragement of industry 
to go into underdeveloped areas may not always be a good thing be- 
cause, if an industry sells labor-saving equipment and labor-saving 
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techniques to an area the only major asset of which consists of a labor 
surplus it may actually do more to injure the economy than to help it. 

I think this has been the situation in fact with some of the efforts 
German industry has made in the Middle East. I think it has been 
actually somewhat disruptive. So I think we have to be careful how 
we do it. 

To expect oh industry to take over the whole job of raising 
the level of life in the underdeveloped countries, except for those 
fortunate countries which have vast seas of oil under their subsoil, 
is asking for more than we can expect to come to pass. 

Senator Eneie. We have a constant reference to the fact that other 
areas throughout the world have had lower cost production. There 
has been a complaint that our industry and especially our big cor- 
porations move overseas and establish plants in order to produce 
commodities in direct competition, perhaps even with their own plants 
here, to take advantage of the lower wage levels, the lack of corpora- 
tion taxes of one type or another, the absence of retirement funds and 
all those things that add to the high standard of living of the Amer- 
can working people. 

Do you see any danger of that at all? 

Mr. Batu. My statement was directed specifically at Western Eu- 
rope. In the experience that we have had in counseling American 
firms with regard to the development of production facilities in West- 
ern Europe we have found very few of them that were making their 
investment decisions on the basis that they were going to have the 
advantage of lower wage costs. There are many offsetting costs of 
doing business abroad that don’t always appear at first sight. The 
wage bill itself is by no means the measure of even labor costs be- 
cause unit costs depend upon the factor of productivity and the lat- 
ter depends again upon the amount of investment. So that one can’t 
simply look at a comparison of wage rates which exists on this side 
of the Atlantic and on the other, and decide that it is going to be 
cheaper to produce in Europe than it is here. 

Now, there are other parts of the world where the disparity in wage 
rates is very much greater. We have the problem of Japan which I 
suppose is at the moment the most troublesome one in that connection. 
But there again are many offsetting disadvantages of producing in 
Japan as against producing in the United States. 

Resdtes Enoiz. What are they? 

Mr. Batu. The problem of doing business in a wholly different 
climate under a wholly different set of business practices; being 
subjected to the opposition of the cartels that exist in many sectors 
of Japanese industry. American firms that have gone abroad and 
established production facilities in Japan in the last few years have 
not all been happy with what has come about. If you will look at the 
statistics you will not find that there has been any substantial move- 
ment of American capital in the form of direct investment into Japan 
in the last few years. There has been a certain amount of licensing 
out there but that again it is a kind of limited liability investment. 
It is not the type of investment in anything like the same order of 
magnitude that is going into Western Europe today where there is 
oe confidence in the development of a burgeoning market, and in 
economic stability, and not merely reliance to any great extent, I 
think, on lower labor costs. 
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Senator Eneir. Do you think that those disadvantages apply to 
the foreign industries themselves? That is, the Japanese shipbuilders 
or the German shipbuilders ? 

Mr. Batu. To a much lessor degree, I would think. They are estab- 
lished there, they are accustomed to the market. But that is the 
traditional trade problem that we always face. There are some things 
foreign countries are going to be able to produce more economic ally, 
I expect, than we are going to be able to produce them in the United 
States, although many industries which have found themselves in 
competition with foreign producers have, by the exercise of a little 
additional ingenuity and perhaps the investment of a little more 

capital in labor- -saving mass-production machinery, been able to do 
all right. 

But there will be some dislocations. This is not a static society in 
which we live, it is not a static economy. We are faced with automa- 
tion which is a far more disruptive force than world trade as far as 
causing problems in specific industries is concerned and the disloca- 
tion of labor forces. We have to take this into account. I think if we 
try to make it into a static economy we are going to retard our own 
possibilities of growth to a very considerable extent. 

Senator Enete. Now, getting back to the less-developed countries. 
As I traveled throughout the Far East this last fall, it seemed to me 
that we simply would not be able to compete costwise with some in- 
dustries over there and perhaps for some time we would not be able 
to. And it occurred to me that it would be intelligent if we undertook 
to establish businesses in those areas for the purpose of exporting 
American technical competence and business administrative practices, 
while maintaining the base of the operation of American concerns here. 

I saw several American firms in various parts of the Far East. 
They were extensions of the corporate enterprises here in the United 
States. They had taken into those areas the high technical compe- 
tence of American production methods. They had taken into those 
areas also the highly skilled business management practices and pro- 
jected them into those areas. 

Frequently I noticed that these firms would require that for a time 
at least—say 5 or 10 years—that the product, whether it was tires or 
whatever, would be subject to the regulation of American standards, 
so that, say, Goodyear tires, or whatever, wouldn’t be degraded in 
the foreign market by standards that were not meeting the standard 
of American production. 

It occurred to me that if for a period of years we are going to be 
troubled with the facts that we do pay higher wages, that we do 
have a higher standard of living, that direct shipment of our com- 
modities into those areas therefore would suffer to some extent in 
competition not only with production in the whole area but produc- 
tion from our competitors overseas who likewise have lower wage 
standards and lower standards of living, it might be helpful to us 
to bridge the gap, so to speak, until such time as their wage standards 
and living standards are lifted somewhat to encourage our investment 
over there. To put it in terms of exporting our technical competence 
and our management ability, retraining the basic industry at home, 
and projecting it in those terms into these areas for the time being, 
we thereby build up not only business for our people at home, but, 
in addition create some better conditions in those lands. 
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I would like to have your comment on that. 

Mr. Batu. I am sympathetic with that idea, Mr. Chairman. I 
think we should put great emphasis on the encouragement of Ameri- 

‘an industry to go abroad and to establish production facilities for the 
kinds of things ‘that are needed in the foreign markets. I think that 
American industry is becoming much more international minded 
and that the possibilities of being able to achieve more of this are 
very considerable. 

Now, there are always limits to what we can do. For a company 
to establish itself in a foreign country assumes, for example, that 
there are the basic elements of infrastructure in the society which 
are needed. It has to be able to get its raw materials to its factory 
in some way. It has to be able to get the goods from the factory 
distributed in the market, or shipped to another market. 

To provide these things will require governmental assistance of a 
much more direct kind. But I am sure we can do a great deal in 
assisting American industry and encouraging it to take its techniques 
and its management abroad perhaps in collaboration with local capi- 
tal. That is the formula which more often than not is the more de- 
sirable one because in that way you educate at the same time a cadre of 
indigenous managers in these countries. This is a very healthy de- 
velopment and one which I think deserves greater encouragement. 

Senator Enete. I thought we ought to do both. That is, we ought 
to insist upon local capital and also on local man: iwement, or ps rtici- 
pation in management. Maybe not on a 50-50 basis to begin with, or 
not on a 60-40 in favor of the local people to begin with, but over a 
period of time, working it out so that eventually the local people 
would have either equal shares or the major voting stock. 

I found over there in the Far East that the remnants of the prob- 
lems with colonialism still bothered a lot of people. I talked to Su- 
karno. I understand that he is down in Cuba visiting Mr. Castro. 
But I talked to him and some of his ministers about how long it 
would be before we would be able to project some American capital, 
some investment, some of our techniques and some of our manage- 
ment know-how into Indonesia, which is the fifth largest nation in 
the world. He said that it would be some time. Not only have they 
had their background with the Dutch which created resistance, but 
they were currently having their difficulties with the Chinese who run 
a very large part of the business and financial structure of that area. 
There were also local problems in connection with it that involved 
breaking through those traditional barriers. I think it can be done. 
I suspect it will take some doing. I suggest that it ought to be done, 
say through some kind of a trade group of the United Nations rather 
than having America try to do it directly. Because under the auspices 
of the United Nations, the criticism of American imperialism wouldn’t 
rest. so well. 


wenoe are some of the problems we were dealing with in the Far 
ast 

Your statement has been one of the finest this committee has heard 
and it deals primarily with the Common Market in Europe. We ap- 
preciate it very much. 

Mr. Barnes, did you have any questions you wanted to ask. 

Mr. Barnes. I have no questions. 
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Senator Eneie. Thank you very much for your statement. It has 
been good to see you again. 
Mr. Batu. Thank you, Mr. Chairman. 


STATEMENT OF MARTIN HEARN, COUNSEL, FLORIDA CITRUS 
MUTUAL, LAKELAND, FLA. 


Senator Eneie. Our next witness is Mr. Martin Hearn, coun- 
sel, Florida Citrus Mutual, Lakeland, Fla. 

I would like to ask you, Mr. Hearn, if you are acquainted with my 
old friend J. Harden Peterson, who was chairman of the House Com- 
mittee on Interior and Insular Affairs upon which I served for a great 
many years. He is a very close and dear friend of mine and one of 
the finest men to ever serve in the House of Representatives. 

Mr. Hearn. Yes, I know him very well indeed. 

Senator Eneie. He is counsel for a good many of those Florida 
citrus groups. Does he happen to be counsel for the Florida Citrus 
Mutual ? 

Mr. Hearn. Heis also counsel for Florida Citrus Mutual. 

Senator Eneie. You have a fine counsel and a fine gentleman repre- 
senting the Florida Citrus Matual. Of course, we in California have 
many problems in common with Florida. They speak always of our 
competition and about the weather but actually the problems in com- 
mon that we have with Florida in the field of citrus and in the vast 
migrations of people coming to both of our States, and in the indus- 
trialization of both of our States, far outweigh any incidental compe- 
tition we may have with reference to whether Florida weather is better 
than ours, or vice versa. 

Mr. Hearn. I think that is a bit of propaganda by the chambers 
of commerce. 

Senator Eneie. The chambers of commerce are great outfits to 
propagandize on the proposition of weather. 

Now, I observe that you have a prepared statement. Do you prefer 
to read the statement ¢ 

Mr. Hearn. I would prefer to read it if I may because there are a 
few additional remarks that I would like to insert into the testimony. 

Senator Eneie. If you wish you may proceed to read it. 

Mr. Hearn. I think you will find that we are both on common 
ground because California and Florida work very closely together 
on the matter of international trade. 

On all items exported in America’s international trade, agricultural 
commodities stand to lose most in the emergence of the European 
Common Market. 

Over the past 10 years, despite restrictions, quotas and other arti- 
ficial barriers erected against many products of our farms and groves, 
U.S. agricultural exports have averaged $3,614 million or 23 percent 
of our total export trade. One acre out of every eight has been grown 
for export; one dollar out of every 10 earned by the American farmer 
or grower is derived from sales abroad. 

Possibly the most striking characteristic that this diversion of a 
portion of farm output to foreign markets exerts on our farm economy 
is the tremendous stimulating price effect such removal of part of a 
crop has on the entire remaining volume sold domestically. While 
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the figure varies naturally with each individual commodity, exhaus- 
tive studies over the years have shown that the price increase works in 
a geometrical progression. 

For example, based on the 1958-59 on-tree prices for Florida 
oranges, if only 1 percent of the total crop of 86 million boxes were 
exported, the additional average annual revenue derived from this 
operation represents 1.45 percent of the growers’ income; if 2 percent 
of the crop goes to export—whether in fresh or processed form, is 
immaterial—it would bring the producer 2.92 percent more revenue; 
on a 4 percent volume, it results in a 5.8 percent increased net return; 
on 8 percent by volume diversion the extra cash brought in represents 
11.70 percent of the farmer’s total earnings. The attached sheet en- 
titled “Florida’s Citrus Exports to Offshore Markets’—made up 
principally of West Germany, the Netherlands and Belgium—serves 
to point up the importance of this foreign business to the economy 
of our State, and, incidentally to yours, too, Mr. Chairman. 

We have also prepared for this committee, a summary showing 
that every single State in the Union produces fruit and vegetables, 
a percentage of which goes into foreign trade. Many of these could 
be seriously affected if our major European outlets are denied us in 
future years. 

To you, Mr. Chairman, I think that is particularly significant 
when you see that California grows 15 out of the 18 commercial varie- 
ties of fruits, and 27 out of 31 varieties of vegetables. 

Senator Eneie. Yes, I observed that. In fact, California leads all 
the Nation. I am surprised, too, that some of these States I see in 
here are very high on the list that ordinarily wouldn’t be considered 
as major producing areas for some of these commodities. 

Mr. Hearn. These are based on the USDA official figures which 
recognize them as commercial producing areas, Mr. Chairman. 

Senator Encir. The two documents just referred to, one entitled 
“Commercial Fruit and Vegetable Producing Areas of the United 
States,” and the other entitled, “Florida’s Citrus Exports to Offshore 


Markets,” without objection, will be included in the record at this 
point. 
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(The documents referred to are as follows :) 


Florida’s citrus exports to offshore markets 
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! Indicates preliminary figures. 

2 Not available. 

Note.—Exports of fresh and processed citrus to Canada not included in above figures. 

Compiled by Florida Citrus Mutual’s Statistical and Export Divisions, Lakeland, Fla. Corrected as of 
Mar. 1, 1960. 


Source: Fresh Citrus: Citrus and Vegetable Inspection Division, Winter Haven, Fla. Processed U.S. 
Department of Commerce, Bureau of Census, Washington, D.C. 


Mr. Hearn. Exports also exert an exceptionally strong stabilizing 
effect on the entire agricultural marketing pattern, because it fur- 
nishes the grower/shipper/processor with two separate, distinct. mar- 
kets and thus two customers bidding for the same product; this is 
particularly true of perishable commodities that often have to com- 
pete with each other for their share of the housewife’s dollar. Such 
commodities are meat and poultry or apples and peaches. 

For this reason, the latent threat of inherent protectionism created 
by any economic bloc, such as the European Common Market, should 
be of the most serious concern to every Representative in Congress 
interested in farm problems. 
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Vagaries of nature, climate, insect infestations and diseases often 
mean that a farmer cannot control final output within narrow limits 
as can an industrialist, a chemical manufacturer or an appliance 

maker who, if he does not make a sale today need not worry about his 
product spoiling and can, with brand advertising, stimulate demand 
in times of sagging sales, or even temporarily curtail production. For 
this reason, exports provide a vital “safety-valve” for many agricul- 
tural commodities, without which we would have disastrous price 
slumps. 

The long-range pattern presently emerging from the European 
Common Market, for agriculture at least, is taking definite shape and 
purpose and, unless our negotiators take an unyielding stand at the 
next GATT session in Geneva this fall, it may reduce America’s ag- 
ricultural exports to the six member countries within a short time to a 
mere residual item, purchased only in times of crop failures overseas 
and other natural disasters. 

On my last business trip to Europe in October 1959, Dutch settlers 
in Dutch Guiana were already being actively encouraged to step up 
citrus plantings—this area as a colonial entity enjoys equal ECM 

rivileges as the Netherlands itself. In anticipation of increased 

usiness, the same move was being followed by fe rance’s north African 
settlements which, politically, are considered as “Departments” of 
the mother country. 

To illustrate how seriously this goal toward built-in protectionism 
and self-sufficiency is regarded by “nonmember foreign countries, we 

may cite Israel which has, for the past 2 years, been endeavoring, so 
far without success, to join the ECM group as ’a full member so that 
it could continue to enjoy the profitable German and Benelux mar- 
kets it has built up for its citrus products over the years; Spain too, 
has made several overtures at top diplomatic levels for the same 
privilege, as the proposed ECM tariff structure cou.d mean the ruina- 
tion of citrus exports, its main source of foreign exchange. 

Underlining the gravity of this enormous economic regrouping was 
a categorical warning made to me only last March by the leading 
German importer of bulk high-concentrate 58° Brix frozen orange 
juice who, in 1958-59 alone purchased over 1 million gallons from 
Florida for industrial bottling purposes—equivalent to 1,250,000 
boxes of fresh oranges valued at $4,750,000—f.o.b. 

This gentleman pointed out that if the proposed external ECM 
tariff schedules became binding, within a year the American product 
would be assessed at a minimum of 21 percent ad valorem while the 
Italian, French, or Dutch Guiana product would be admitted into 
Germany ata 12 percent rate; during the transition period of about 
12 years ECM members would enjoy a steadily progressive tariff 
reduction until it becomes completely eliminated while the rate remains 
unchanged at 21 percent for the U.S. product. Even with the effi- 
ciency of volume production, our industry simply could not surmount 
such a high customs barrier differential, and our citrus export business 
which in recent years has consistently exceeded $15 million at f.o.b. 
Florida ports would vanish completely. 

American fruit and vegetable exports to ECM countries totaled 
$51 million in 1959, ranking fourth in dollar volume of agricultural 
commodities. Feed grains constituted the major item, valued at $215 
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million, with tobacco coming second at $89 million; wheat and flour 
topped $62 million. With our present high domestic price support 
program, even a most generous export subsidy could not offset the price 
disparity created by the mutual lowering of duties among the KCM 
members who, at all times, would be in a position to just ‘underquote 
the American product by a figure sufficient to insure that this country 
would consistently lose the sale. 

One of the particularly unjust features of this proposed external 
ECM tariff schedule—for fruits at least, is that traditionally pare 
tionist France, with excessively onerous import duty rates on all these 
items has, at the same time, virtually excluded any imports of them 
from America since the last war, but is nevertheless contributing its 
high percentage duty figures to the overall mathematical average “rate 
for future imports of non-ECM items. This is strikingly illustrated 
in the attachment marked “Exhibit No. 1.” 

Senator Eneitr. The document you have just referred to entitled, 
“A Comparison on Present European Common Market Members’ 
Duty Rates and Imports of Citrus from U.S.A.,” without objection 
will be included in the record at this point. 

(The document referred to is as follows :) 
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Mr. Hearn. This exhibit is a comparison on present European 
Common Market members’ duty rates and imports of citrus from 
the United States of America, where you will see that in the 1957-58 
marketing season, the United States exported the bulk of half a mil- 
lion boxes of fresh grapefruit free of all duty to West Germany, and 
another 115,300 boxes to the Benelux group where, at the most, a 
total of 12-percent overall duty was levied. France with a 20-percent 
and Italy with a 10-percent tariff rate simply banned imports of U.S. 

grapefruit outright, and should not be considered in the calculation, 
= you have a total weighted average duty of possibly not more than 
1.5 percent on grapefruit imported by all ECM member nations 
from this country. The proposed new mathematically aver: aged com- 
mon rate of 12 percent Racstaie represents an overall duty increase 
about 800 percent on future —- exports to potential outlets. 
Bearing in mind—and this pertains to California particularly, Mr. 
Chairman—the heavy ocean freight rates we have to pay to _ to 
Europe, and which will henceforth be included in the c.i.f. duty valua- 
tion, our future chances of doing any worthwhile business are remote 
indeed. 

Germany, our major outlet for canned citrus, has been assessing 
frozen orange juice in bulk at 17 percent irrespective of the degree 
of concentration; the top proposed ECM future rate is set at 42 per- 
cent—an increase of 247 percent which automatically wipes us out of 
the export business. The highest present import t duty rate of any 
ECM member country on orange juice, is France, with a 30- -percent 
raluation—but who also prohibits any imports of American origin 
whatsoever—so you have not an all-round tariff reduction as our State 
Department had wistfully hoped, but a raising of duty barriers. 

The American industrialist at least has the fortunate alternative 
of erecting a plant within the ECM borders to maintain his share 
of the foreign market, and remitting the proceeds of his sales and 
profits back to the United States for dinetation to shareholders in 
this country, which in effect constitutes an invisible export, but an 
agricultural industry does not have this expediency—you cannot ex- 
port land—to fall back on. 

The manufacturer, too, by decentralizing production can exert 
sufficient. manipulation over the prices and movement of the foreign- 
oe item that they constitute a minimum threat to his Ameri- 

can domestic business and ~— output. 

Not so with Washington, California, New Jersey, or the growers 
in the other 32 apple-producing States who, unless they are able to 
secure fair, reasonable concessions to maintain access to traditional 
European markets they have supplied for over three centuries, may 
instead find themselves faced with heavy competitive imports from 
ECM producing areas in years to come. 

We cannot overemphasize the extreme gravity of this entire ECM 
development and its possible effects upon the American farmer who, 
for the most part, has favored free trade and low tariff policies with 
other nations, because agricultural exports furnished a vital sales out- 
let over the years. 

For this reason alone, our negotiators at forthcoming international 
tariff discussions would do well to place agriculture, not merely the 
basics which are already proving an embarrassing stor age and surplus 
disposal problem domestically, but all agriculture, on the very top of 
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their priority list when it comes to insisting upon fair, adequate, and 
reasonable rights of access to traditional markets overseas. 

Failure to recognize this will not only aggravate our present trade 
imbalance by a possible further deficit of $1 billion annually, but we 

can predict with certainly that the loss of foreign outlets which 
formed an integral part of agriculture’s entire selling and marketing 
pattern will touch off a reactionary wave of protectionism within this 
country that could have untold political repercussions throughout the 
entire world. 

Unless Government representatives squarely face this problem and 
hammer out bold, vigorous countermeasures, we anticipate a drop of 
between 25 and 30 percent in this Nation’s agricultural exports within 
the next decade, and there will be very few items that are not affected 
to some degree. 

The basics, in all probability, will be the hardest hit, thereby not 
only compounding our present surplus disposal troubles, but in all 
probability making the parity price support program even more 
chaotic than it is now. All fruits and vegetables will unquestionably 
lose the major portion of their European ‘trade if the proposed exter- 
nal tariff plans of the European Common Market go unchallenged. 

From private foreign sources, it is certain that the ECM tariff 
barrier is but a paltry fraction of the trouble in store for us. If 
present plans materialize, marketing organizations are to be created 
within the borders of the Common “Market to set high target prices 
for farm produce grown by all member countries, w ith a variable im- 
port levy to equalize any differences between ECM and lower world 
market prices. As added protection, license contracts, or, putting it 
more bluntly, import quotas and licenses, will be instituted for a host 
of farm products imported from nonmember countries, including the 
United States. Thus, agriculture will have, not one, but three hurdles 
to clear before any chance of doing worthwhile business if this bloc 
materializes, so you may have the specter of, say, American wheat— 
assuming it can stay competitive with the 20-percent ECM duty 
through a Government export subsidy—having then to face com- 
pensating duty charges, because it is cheaper than domestic French 
wheat, and, finally, having to negotiate a maze of quota or licensing 
barriers before it can be sold to a German miller. 

There is also a threat which has come up on import. standards. 
All ECM European countries are proposing standards of quality on 
imported foods. If these are comparable standards, we can live with 
them. If they are identical standards, we will be out of the business, 
because our cultural and climatic factors make our fruit different 
from the European varieties. 

On apples, the varying seasonal duty rates discriminate in favor 
of fruit from the Southern Hemisphere and against American apples, 
because the lowest tariff of 8 preet applies during the period April 
1 to July 31 when supplies of U.S. apples are unavailable but Argen- 
tine, Tasmanian, Australian, South African, and Chilean are abun- 
dant and competitively priced. From August 1 through December 
30, when American production is coming in, the duty r: rate jumps to 
14. percent (ECM members will argue here this is to protect their 
domestic production which coincides with ours) ; then, from January 
1 through March 31, when our supplies are declining and any available 
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fruit is in cold storage or controlled atmosphere rooms which under- 
standably increases selling costs, the duty is lowered to 10 percent. 
Similar varying seasonality duty rates ahs apply to fresh oranges, 
grapes, pears, and stone fruits—all of them more or less of a protec- 
tionist or discriminatory nature. 

While placing the responsibility for success or failure at the forth- 
coming GATT negotiations squarely on the doorstep of our Depart- 
ment of State, we in agriculture also recognize that any contribution 
we can offer toward facilitating the task of our officials in grappling 
with the complexities and peculiarities of our particular commodities 
may prove of lasting benefit in the overall negotiating effort to main- 
tain a high level of exports. For this reason, I welcomed the invita- 
tion from the Secretary of Commerce to become an active member 
of the National Export Expansion Program Committee—an offer 
readily accepted. Such a committee’s role, though, should not be 
limited to dealing with one agency—it should embrace not only Com- 
merce, but State and Agriculture—and this group should be called 
upon to assist in every manner possible, behind the scenes, at inter- 
national conferences, to advise, guide, forewarn and encourage our 
officials. Other countries have greatly profited from extensive use 
of private individuals in advisory capacities, without any official 
status, who nevertheless were able, through their intimate background 
knowledge, to give their accredited representatives a decided bar- 
gaining advantage when it came to dickering for real concessions. 
This country desperately needs to adopt a similar policy. I doubt 
if this committee would be holding hearings today if it did not think 
it could derive some tangible benefits from people with experience in 
particular fields, so we cannot see anything shameful in a State De- 
partment Government official drawing upon the same talent at an 
even more crucial stage of the proceedings—where we win, lose or 
draw. 

Normally, when our organization criticizes at a public hearing any 
operation, weakness, agency, or errors made, we also openly submit 
suggestions for correcting these faults or omissions. But this situa- 
tion has reached the stage where, with the permission of this commit- 
tee, we would prefer to offer such advice within the privacy of the 
advisory board group to the Senate Interstate and Foreign Commerce 
Committee. I hope that Senator Magnuson will call such a meeting 
at the very earliest opportunity—it is desperately needed if we hope 
to revive our foreign trade. Thank you. 

Senator Eneie. Thank you very much for your excellent state- 
ment. I am concerned, just as you are, with the problems that you 
mention. Some weeks ago I had occasion to meet with some of the 
citrus growers from California, Florida, and elsewhere. This group 
touched upon some of the very problems you mentioned. 

I am advised that the advisory group to the Senate Interstate and 
Foreign Commerce Committee will probably not get together until 
the latter part of May or the early part of June. But, in the interim, 
while you are here, may I suggest that you talk to Mr. Barnes and 


some of our staff people with respect to your particular suggestions 








in order that they may orient their thinking to what you had in mind 
prior to the time we have our advisory group together. 
Mr. Hearn. I will certainly be most happy to, Mr. Chairman. 
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Senator Eneie. We very much appreciate your coming here and 
presenting your statement on a matter of very great interest, inci- 
dentally, to my own State. 

When you return to Lakeland, call my good friend Judge Harden 
Peterson, and express my greetings to him. 

Mr. Hearn. I will do that. 

Senator Encir. We expect to continue with these hearings this 
afternon at 2 o’clock, when it is hoped we will be able to finish with 
the three remaining witnesses, Mr. Hance, Mr. Strackbein, and Mr. 
Stitt. 

The committee will stand in recess until 2 o’clock. 

(Whereupon, at 12:20 a.m., the committee recessed to 2 p.m.) 


AFTERNOON SESSION 


Senator Harrke. The committee will come to order. 

I want to apologize for being late. 

The first witness this afternoon will be Professor William Hance, 
Graduate School of Business, Columbia University. 

Good afternoon, sir. We are very glad to have you with us and to 
have the benefit of your testimony today. 


STATEMENT OF PROF. WILLIAM HANCE, GRADUATE SCHOOL OF 
BUSINESS, COLUMBIA UNIVERSITY, NEW YORK, N.Y. 


Mr. Hance. My name is William A. Hance. My address is 106 
Morningside Drive, New York, N.Y. <A professor of economic geog- 
raphy in the Graduate School of Business, Columbia University, my 
particular interest is the economic development of tropical Africa. 
I am also executive secretary of the African Studies Association, but 
the opinions I express here are entirely my own. I have been asked 
to comment specifically on two issues: The relation of our trade and 
investment policies to underdeveloped areas and the importance of 
the oversea associated territories of the European Economic Com- 
munity to American trade and investment. 

With regard to underdeveloped areas, I shall use Africa as my 
example, and particularly tropical Africa, with which I am most 
familiar. What are the basic conditions in this area which are perti- 
nent to your concern with trade? 

First, from the political standpoint : 

The area is undergoing on extremely rapid political evolution to 
independence. The newly formed governments, while usually based 
on wide popular support, may be expected to be fairly fragile. These 
new states will soon form the largest single bloc in the United Na- 
tions and are likely to speak in an increasingly resonant voice in 
world economic and political councils. 

Almost all African nations are friendly to the West, indeed, this is 
one area where the United States has a strong reservoir of good 
will. A large number of the newly independent states will retain im- 
portant economic ties with their former metropoles. Most of the new 
nations will adopt positions of neutrality in the East-West conflict. 

The Soviet Union and its satellites will follow an opportunistic 
policy, as they have with Guinea, offering grants, loans, and trade 
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agreements designed to tie these areas more closely to the Communist 
bloc. While the continent presents certain conditions inviting to sub- 
version and infiltration, we should not underestimate the ability of 
African leaders to assess Communists tactics nor their intention to 
remain independent of foreign political domination. 

From the economic standpoint : 

The economies of tropical Africa are in considerable measure locally 
self-subsistent. Commercialism has increased rapidly, but most re- 
gions and nations have the vulnerability associated with one-product 
economies. For example, in tropical Africa taken as a unit, the top 
five exports account for over half of the total value of exports, the 
top 10 for 73 percent, and the top 20 for 85 percent of the total 
exports by value. The basic public services, despite striking progress 
in postwar years, are often very deficient. The average incomes of 
Africans in the tropical countries, varying from below $50 to about 
$250 per annum, are among the lowest in the world. 

There are completely inadequate resources of capital or skill within 
Africa; all nations must continue to rely heavily upon outside areas 
for such support. No Western nation can, alone, provide these req- 
uisites ; Africa needs the help not only of the former metropoles but 
of other Western European nations, of the United States, and of 
other free world nations. 

African leaders display commendable realism in these matters. 
Ghana has more European advisers than when it was a colony; the 
Sudan, first Sudanizing too rapidly, has since attempted to rehire some 
of its former European administrators. 

Lastly, Africa possesses resources and produces goods of great 
actual and greater potential importance to the United States and to 
its allies in Western Europe. 

With these basic points as background, I may now turn to the 
question—what trade and investment policies should we pursue toward 
Africa ? 

First, we should recognize that our moral, political, strategic, and 
economic interests in the area will expand in the years ahead. 

Second, we should, and are very likely to, increase our aid and 
technical assistance to emergent African states. 

Third, we should reduce barriers to the imports of African produce. 
An increasing ability to export is the most effective stimulus to 
African economies because such a large part of the total money 
economies of these countries is represented by international trade. 
Also, a large part of governmental revenues are derived from export 
duties, and increased revenues are necessary to sustain economic and 
social development. In 1958, depressed world prices for African 
staples often more than offset the total amount of foreign aid received 
by individual nations. 

Fourth, we should encourage investment by American private in- 
terests in African enterprises, not just as a means of assisting African 
development, but because there are significant opportunities for in- 
vestment profitable to American interests as well. Appropriate eco- 
nomic segments for American private investment are found in agri- 
culture, mining, hydroelectric development, and manufacturing. 

While large-scale American investment in agriculture is unlikely, 
because the greatest efforts in this area will be directed to support of 
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indigenuous farming improvements, there are interesting possibilities 
in the new partnership plantations in such countries as Ghana and 
Nigeria. These arrangements permit using the technical advantages 
of the plantation but ‘eliminate their political unpalatability to the 
nations involved. 

In mining there are likely to be very substantial opportunities, 
and American concerns will probably play an increasing role in 
African mineral production. Particularly interesting are the enor- 
mous bodies of iron ore, bauxite, and manganese in which such firms 
as Liberia Mining Co., Kaiser, Olin Mathieson, United States Steel, 
and Bethlehem Steel are interested. Mining developments are impor- 
ge to our growing needs; they are desired by African nations be- 

‘ause they present one of the most rapid ways of increasing productiv- 
Sey and expanding funds for economic and social improvements. Of 
course, some American companies, such as American Metals-Climax, 
have long been active in African mining. 

C losely allied to mining opportunities are those associated with de- 
velopment of hydroelectric resources. Africa has about 40 percent 
of the total world potential w aterpower but it has less than 1 percent 
of the world’s developed hydropower. Some of the sites are likely 
to offer the lowest cost power in the world and cannot fail to be 
attractive to those industries for which power consumption comprises 
an important segment of production costs. 

In the 200-mile stretch of the Congo between Leopoldville and 
Matadi there is a potential of 25 million kilowatts, equal to five-sixths 
of the installed capacity of all the hydroelectric plants in the United 
States. 

The future ar see important aluminum refineries on the Kon- 
kouré, Volta, Sanaga, Kouilou, and Congo Rivers. Their harnessed 
= er should also be attractive to pr oducers of such electrometals as 
erromanganese and ferrochrome and such electrochemicals as am- 
monia and calcium carbide. If we intend to retain our position in 
the production of these items, we cannot afford to overlook the com- 
petitive opportunities to be found in Africa. 

In manufacturing, there is now a relatively small representation of 
American interests, but here is one of the areas in which real oppor- 
tunities exist. It is a field in which Americans should be able to make 
a highly significant and highly welcome contribution. 

In addition to industries based on low cost power, which have been 
mentioned, I believe that the greatest possibilities lie in the manu- 
facture of good in Africa for the domestic African markets. Products 
which are particularly appropriate for manufacture include— 

(a) those with high bulk in relation to their value, such as 
cement, bricks, tiles, “and other construction goods; 

(d) those for which there is a great increase in bulk or fragility 
after manufacture, thus permitting substantial savings in trans- 
port costs, such as beer and carbonated beverages, metal drums 
and other containers, furniture, truck and bus bodies, bicycle 
assembly, and simple metal and plastic household items; 

(c) broadly consumed items such as cloth, clothing, and shoes; 

and 

(d) the output of service establishments, such as ice plants, 
tire retreading, and repair shops. 
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Africans realize that they cannot supply the capital or the skill to 
extend industry. They are determined that industrialization shall 
progress. The United States would find assistance and investment 
in this area not only remunerative, but one of the most effective ways 
of improving relations with the Africans. 

The question may be asked—will such investment damage existent 
American industry by assisting the rise of competing industry abroad ? 
The evidence suggests not. The most appropriate location for the 
industries suggested above is in the market area; they are strongly 
market oriented within our own country. 

If we fail to take advantage of this orientation in African countries, 
others will make the investment. Also, American plants in Africa 
will use American equipment and replacement parts, provided a mar- 
ket for goods in which we have a productive advantage. And lastly, 
gradually rising standards in Africa will open new markets for more 
highly fabricated American goods which could not be economically 
produced in Africa. If we maintain and improve our competitive 
capabilities, as we must, an expanding economy in Africa should be 
of direct benefit to us. 

Fifth, among our policies regarding trade and investment in Africa, 
we should be more aggressive in our study of and operation in African 
markets. An examination of the import lists of individual African 
countries reveals a substantial list of commodities in which we 
compete successfully in other world markets. In the past we have not 
given adequate attention to these opportunities, partly because they 
haven’t seemed particularly important, partly because of trade impedi- 
ments, and partly because we just have not bothered to study and 
comprehend the countries of that continent. 

To assist in achieving this prescription, the United States can 
press for the dismantling of trade quotas and the reduction of other 
barriers, no longer defensible in view of our balance position. It 
can expand commercial consulates and the publishing of documents 
which inform American investors and traders of the requirements and 
opportunities in individual African countries. 

Sixth, we should support the formation of regional economic group- 
ings within Africa. The advantages to Africa are numerous; the 
expansion of intraregional contact and exchange, now meagerly de- 
veloped; the reduction of nationalistic impediments in transport and 
trade; the formation of economically viable units less plagues by one- 
product problems; the increased suitability of market-oriented man- 
ufacturing operations; and reduced expenditures per capita on scien- 
tific research, disease and health programs, and administration. The 
United States should benefit from the realization of any of these 
objectives. 

I have been asked to comment on the possible impact of the over- 
sea Association of the European Economic Community. This is a 
highly complex and conjectural subject. It involves the Association 
with the EEC for a 5-year period of the present and former posses- 
sions and protectorates of France, Belgium, Italy, and the Nether- 
lands, most of them in Africa. A very large part of the continent 
is included in the Association but the Commonwealth and Portuguese ; 
areas are not. 
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The oversea associates of the EEC will benefit from the gradual 
lowering of import duties and the raising of restrictive quotas in 
the six EEC countries. If they remain associated, they will have 
free access to these European countries at the end of the E uropean 
transition period. ‘They must, in turn, offer access to their markets 
on an equal basis to all of the Six. This does not necessarily mean 
free access, however, because they may retain import restrictions or 
even increase them, ‘if they do so either to protect their developing 
industries or to protect their balance of payments position. Tariffs 
of the associated states toward third countries need not be those of 
the Community. Associated states will also benefit from the Com- 
munity’s Development Fund in the amount of $581 million, which is 
supposed to be over and above the aid now being extended by the 
metropoles to their oversea territories. 

I have made a brief assessment of the African Association of the 
EEC elsewhere (American Management Association Management 
Bulletin, No. 2, 1959, pp. 28-33). Briefly, my conclusions were : That 
it would benefit certain territories, particularly the Ivory Coast; that 
it would not damage British territories as greatly as has been pre- 
dicted; that the Development Fund represented a welcome if not 
overly’ impressive addition and widening of aid going to African 
nations, but that it introduced a new divisive force in Africa, one 
which is neither very logically nor well understood by Africans. 

I do not believe that the Association gives reason for Americans to 
rush into French and Belgian areas in Africa. This is not because 
there are not opportunities there. I think there are, but these oppor- 
tunities were not created by the Association; they existed before and 
are not radically altered by its formation. ‘This is particularly true 
of the Congo Basin Treaty areas, where the Association should have 
little effect on either our markets or our investments. Nor should 
the Association permit us to overlook the trade and investment possi- 
bilities in Commonwealth African countries which, even excluding the 
Union, account for about half of the trade of tropic al Africa. But 
most important, the divisive character of the Association in Africa, 
supports the need to work toward reconciliation of the European 
Free Trade Association and the EEC in Europe, so that blocs in 
Europe are not duplicated in Africa, leading to possible distortion 
in African economic and political development. 

Lastly, it seems to me that the United States must push toward 
lowered trade barriers against its goods both by the EEC, by the 
nations of EFTA, and by African territories whether or not they 
become associated with either of these organizations. 

Senator Harrxe. The statements that we have now show that ap- 
proximately $2.1 billion were returned to the United States as part 
of the earnings of our foreign investment. This means that the total 
of our profits is increasing every year. 

Do you think that we are beginning to rely on these profits instead 
of pushing our exports so as to have an export surplus at the present 
time ¢ 

Mr. Hance. I would say yes, we have relaxed a little bit over per- 
haps the last decade and a half in our efforts to make foreign sales, 
partly because of difficulties occasioned by trade impediments; partly 
because we had such a favorable physical balance of trade for such 
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a long period. I feel we must now move away from this position to 
a much more aggressive position and I think that our total balance of 
payments picture puts us in a different situation with regard to Euro- 
pean, African, and other nations and that we can now more legiti- 
mately push for reduction of those impediments of one sort or another. 

Senator Hartke. In other words, you feel there has been a tendency 
to recognize profits from foreign investments as compared to the 
actual exportation of profits? 

Mr. Hance. Yes; I would say so. 

Senator Hartke. And you have mentioned two statements there as 
to the reasons. 

Do you think there might possibly be a third, that we have had 
what you might call an easy market here at home which would not 
require us to actively push for foreign markets. 

Mr. Hance. Yes; I think this undoubtedly has something to do 
with it. We have had boom conditions, of course, in most of the 
postwar years, and again this may have contributed to our some- 
what relaxed attitude toward foreign sales. 

Senator Harrxe. “Relaxed attitude” is a nice way of saying that 
we have just gotten fat and lazy. 

Mr. Hance. A little soft in this regard, yes. One sees in Africa 
and in Europe, of course, an enormous number of salesmen. It is 
amazing how many Germans, for example, are to be found in the 
African capitals and other important cities and one rarely runs across 
an American. 

Now, this is improving substantially, of course, but it needs to im- 
prove a great deal more. 

Senator Harrke. Do you feel American industry is willing, capable, 
or desirous of actually aggressively pursuing an export policy? Do 
you see any indications of that ? 

Mr. Hance. Yes; I see some and hopefully as the awareness of this 
situation increases, there will be a great deal more. 

I know of a number of companies which are concerned with invest- 
ment advice—for example, in Africa—and they are getting now a 
rather substantial number of requests from private American com- 
panies for information and assistance in opening new plants or seek- 
ing new avenues of trade in the African area. It takes time, of course, 
for these things to come to fruition but the very fact that there is this 
increased attention, although it is still small, isa good sign. 

Senator Harrxe. Let me ask you this: What is your opinion of 
the effect of overseas territorial affiliation with the EEC and the 
EFTA on the exports of other underdeveloped areas and particu- 
larly Latin America ? 

Mr. Hance. Well, Latin America, of course, is served by the over- 
seas association of the EEC. So far there is no formal association 
with EFTA except what already exists with reference to the Portu- 
guese territories in Portugal and the Commonwealth areas in Britain. 

I think probably the greatest opportunity for African nations as 
members of the EEC to get into the European market, at the expense 
of some of our Latin American friends, would be in the case of coffee. 
I would expect that the African territories such as the Cameroons and 
Madagascar would probably place the sale of coffee in the markets of 
the Six. 
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Senator Harrxe. Our failure was to move into the field of exports. 
If it is desirable that we do so, do you feel government has any part 
in it and is there any place w here it should participate in this pro- 
gram ¢ 

Mr. Hance. Yes; very definitely. There have been, of course, a 
number of publications which our Government has brought out which 
have given basic information about the economies and the trade pat- 
terns and the regulations, and so forth, for several of the African 
areas, specifically the Union and the Federation. I think these could 
be gr ‘eatly expanded. I am very happy to see that the number of 
consuls and diplomatic officials that have been sent has greatly 
increased. 

Just 5 years ago there were many territories that didn’t have any 
American representative. Last year I think there were 50, I believe 
it was, people who were being trained to go into the Afri ican sphere in 
these fields. I believe that the information they pass back to Wash- 
ington and which will then become available to American investors 
and traders should be of increasing benefit. This can be stepped up, 
I think, beneficially. 

There are a lot of opportunities which just aren’t known because 
nobody has bothered to study them yet, it seems to me. And this is 
particularly true of some of the newly independent areas, such as 
Nigeria, or the Congo, where I believe substantial opportunities exist 
for a person who is prepared to take a slight chance. 

Senator Harrke. Do you feel that it is necessary for the Govern- 

ment of the United States, if the private industry does not move 
into thse newly ceveloped areas, to make some definite effort on its 
own behalf to quickly establish at least a foothold there ? 

Mr. Hance. I think there is no question that our foreign aid of 
one sort or other will increase and probably that it should increase. 
We can see a very unfortunate example of where we failed to move 
and the results that came about; namely, in the case of Guinea, which 
was formerly a part of French West Africa. After it became inde- 
pendent and the French pulled out rather abruptly, taking every 
piece of paper with them that they could lay their hands on and all of 
the office equipment and filing cabinets and everything else, they made 
their first request to the U.S. Government for assistance. This re- 
quest. got lost somehow or other for a period of a few weeks, and 
perhaps a few months, and in the meantime the Soviet Union and 
Czechoslovakia moved in, and we have now very much more difficult 
problems of dealing with Guinea than we would have had had we 
moved in at the propitious moment. 

Senator Harrxe. In view of the efforts of the Soviet Union at the 
present time to move into these uncommitted and underdeveloped 
areas of the world and to obtain a foothold in them either by buying 
a large portion of their crops or by giving long-term aid, just what 
do we do to counteract their influence in these countries, such as 
Iceland, Guinea, Ghana, India, Egypt, and all of these less developed 
countries? What would be our best long-term investment ? 

Mr. Hance. This obviously has to be attacked on a multipronged 
front, it seems to me. There must be increased aid to education, to 
building up the infrastructure so that private investment will more 
readily move into these regions, and we need—as I pointed out 





164 FOREIGN COMMERCE STUDY 


earlier—to try to stimulate and assist American private investment in 
every way possible. 

Now, I believe, myself, that one of the most effective ways in which 
we could enter these areas is through small private market-oriented 
industries. And I have detailed in my paper some specific examples 
of industries which it seems to me are appropriate. 

I don’t think there have been enough studies along this line as to 
exactly what industries would be appropriate. There are a great 
many, I think, that could be listed. 

Senator Harrxe. I might tell you that I contemplate going into 
this Congo area, myself. I think it is one of the really great fields, 
as far as the future is concerned. I don’t know what can be done, 
but from what I understand, the Belgians have more or less had a 
very highly protective sort of society, here, and now have moved very 
rapidly into a field where they are just practically taking their hands 
off. And it is up for grabs, so to speak, and whoever gets there first 
with the type of assistance that they want—— 

Mr. Hance. There is an enormous flight there of Belgian capital, 
officials and private entrepreneurs. Now, this may reverse itself, and 
hopefully will, because the Congo needs assistance from the Belgians, 
that is, after the June 30 elections, in which everyone expects there 
will be some rather serious rioting. But I do not see that the Belgians 
or the Belgian Government will be prepared to put in the amount of 
capital that is necessary here, and I think that probably we would 
be well advised to give some very serious attention to this very rich 
territory in Africa, as many commodities, particularly in the minerals 
sphere in which we would be interested in the long run, if not in the 
immediate future, abound there. 

Senator Harrxke. I thank you for your fine testimony, and I thank 
you for appearing here today. 

Mr. O. R. Strackbein, Director, Nationwide Committee of Industry, 
Agriculture and Labor on Import-Export Policy, Washington, D.C. 


STATEMENT OF 0. R. STRACKBEIN, DIRECTOR, NATIONWIDE 
COMMITTEE OF INDUSTRY, AGRICULTURE, AND LABOR ON 
IMPORT-EXPORT POLICY, WASHINGTON, D.C. 


Senator Hartke. Good afternoon. We are very delighted to see 
you again, sir, and we are happy to have you with us this afternoon. 

Mr. Srracksern. Thank you, Senator. 

The concern of the Committee on Interstate and Foreign Com- 
merce over the general position of this country in foreign trade is 
thoroughly justified by the developments of the past few years. 

I shall not dwell on the deficit that the United States has been 
running in every year but one in its foreign account since 1950. 
Ample statistics have been supplied to you both by the Treasury 
Department and the Department of Commerce. It is enough to say 
that both departments admit the serious aspetcs of this situation. 

It was in recognition of this seriousness that several steps have been 
taken by these departments and the Department of State designed to 
correct or at least to alleviate the condition. 

One of these steps was an effort to induce other countries to elimi- 
nate or reduce their restrictions against our exports. Another was 
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an attempt to persuade other countries, particularly the industrially 
advanced ones, to shoulder a greater share of the foreign-aid burden 
than has hitherto been carried by them. Yet another was the program 
recently launched by the Department of Commerce to increase our 
exports. There are other avenues for possible steps, such as increasing 
tourist expenditures in this country by foreign visitors; by the forego- 
ing represent the principal lines of proposed activity. 

It is the purpose in this statement to analyze these proposals in the 
light of the realities underlying our precarious competitive position 
in the world; and to appraise the effectiveness of the proposals. 

In order to arrive at the causes of our present discomfiture in the 
world of foreign competition we must go back two decades or more and 
examine our economic history since the great depression of the early 
thirties. We cannot properly interpret the present situation by 
simply looking at it as if 1t were the result of a sudden development. 
It has been a long time shaping up, concealed by many countercur- 
rents that have now either run their course or greatly ‘slackened. 

One of our national movements was centered around the internal 
economic problems created by the depression; another was centered 
on our external economic relations, or trade. Our domestic economic 
policy began moving in one direction some 25 years ago while our 
foreign economic olicy moved in the opposite direction. What we 
witness today is the success of some aspects of both these policies, 
with some distressing side effects. 

On the domestic front we moved upward on the economic escalator. 
This movement was managed by a broad line of legislative enactments 
designed to increase purchasing power by putting more people to 
work at higher wages and shorter hours; by improving the farmer’s 
market position ; by evicting destitution among the aging and poverty- 
stricken through a system of social security, and by other subsidiary 
measures. We were launched on the upward path when World War 
II burst upon the scene with its vast demand upon production. Dur- 
ing its course it accumulated a vast backlog of consumer demand 
Atop of that, foreign demand from the war-torn countries after the 
war combined to bear our economy ever upward. Then the Korean 
outbreak provided a new stimulus just as we were about to settle onto 
a lower budget level. 

Latterly the cold war assured a resurgence of demand and the 
attainment of the upper levels of economic abundance. One of the 
greatest dangers during this whole period came from inflation be- 
cause of the pressure of demand on our productive capacity. The 
whole world looked to us for equipment, food, and supplies. Little 
wonder that we landed on an economic plateau in relation to the 
rest of the world. 

Much of the domestic economic legislation, mostly enacted before 
the war, had the effect of increasing ‘the cost of production; but the 
greatest contribution of all to our present abode on stilts was the 
war itself and then the cold war aftermath. 

Taxes reached unprecedented levels; defense expenditures reached 
proportions never before experienced in peacetime. These expendi- 
tures, being almost pure waste in the economic sense, and paid for 
in the form of taxes, gave a great boost to production costs. It might 
be said that the loaf of bread a consumer buys bears a part of the 
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share of this defense program and paid for the past war. High 
wages and high profits were a natural counterpart of the heavy 
call for goods generated by accumulated war-retarded demand and 
postwar foreign demand for our products. 

Meantime we were dismantling our economic defenses in the form 
of tariffs. By a succession of trade agreements we brought down 
their protective effect a full 80 percent. We thought we did not 
need them. We apparently had nothing to fear from imports. 
The effects of the tariff reductions were hidden by the other factors 
just mentioned. Was it not clear that we were constantly selling 
more than we were buying from abroad? Obviously the thing to 
do was to take down our tariffs still more so that other countries 
could ship more freely into this country. They needed the dollars 
desperately, over and above the extensive aid we were extending to 
them, so that they could buy what they needed from us. We all 
remember the cry of the “dollar gap.” 

It was true that we had higher wages by far than other countries; 
but our productivity, it was ‘claimed, was so much higher per man- 
hour that we had nothing to worry about. Only some ‘few industries 
that had a high labor content had anything to fear. The great mass- 
production industries stood serenely above the storm. They were 
held to be invulnerable to import competition. So ran the chorus; 
and the tariff-cutting force reached a high momentum. Our tariffs, 
to repeat, have been taken down 80 percent. 

Beyond tariff reductions, designed to help other countries, we 
brought thousands of productivity teams to this country so that the 
other countries might learn the magic of our vaunted industrial know- 
how; and in the last decade we shipped abroad $30 billion worth of 
the latest types of our equipment and machinery, much of it under 
the foreign-aid program. And of course, all this volume of equip- 
ment, some of it more modern than that in our own factories, was 
installed in other countries. This machinery greatly lifted foreign 
productivity. 

Even as we succeeded, by the grace of a world war and subsequent 
highly unsettled international relations, in reaching unprecedented 
levels of employment and of national income, accompanied by a high 
level of costs and prices, we also succeeded in reconstructing the other 
leaders of the industrial world and putting them on the road to very 
efficient competitive capacity. 

Therefore it is surprising that we should be surprised today over 
what has happened. Of course, success is often surprising. 

The question is, if we knew how to get ourselves onto this spot do 
we know how to get off it? 

The spot to which I refer is, of course, the one from which we see 
our domestic market constantly invaded by i increasing volumes of for- 
eign goods that readily undersell our own output. It is also the spot 
from which we see other countries recapturing their prewar shares 
of third markets in different parts of the world because foreign prices 
are lower than ours. It is the spot yet again from which we see our 
own industries rushing overseas to gain the advantage of lower costs 
of production and then shipping out from there to third countries and 
in some cases back to the United States itself. 

Fundamentally the explanation is very simple. We have succeeded 
in running up our costs above world levels despite our great produc- 
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tivity. The modern machinery installed abroad has in many cases 
greatly increased productivity overseas. The textile industry is a 
good example. Japan, it is reported, has more modern textile ma- 
chinery than we ourselves. Automobile plants in Europe are another 
example. Some of them are said to be ahead of us in automation. 
Office machinery, such as typewriters and calculating machines, an- 
other. We can also mention tractors, electronic equipment, sewing 
machines, cotton, footwear, petroleum, and much else as examples of 
industries built up abroad by us. In more and more instances Ameri- 
can companies manufacturing abroad are shipping back to this 
country. 

Now, Mr. Chairman, I am not commenting on the desirability of 
doing these things. I am merely stating the effects of what we did 
do. It may have been nec essary to do what we did, but I think we 
should look at the realities and face them. 

It is estimated that of the 668,000 automobiles shipped to this coun- 
try in 1959, approximately 28 percent were shipped by companies in 
England, Germany, and France that are subsidiaries or branches 
or largely owned by General Motors, Ford, and Chrysler. 

One of the two sewing machine companies that were still manu- 
facturing in this country closed and went into importing about 2 
years ago. That was the White Sewing Machine Co. The other 
company, namely, Singer, is bringing in some of its own machines 
built abroad. American watch manufacturers have opened up 
abroad and are importing from there. Typewriter and office ma- 
chine companies are doing the same. Transistor radios coming from 
Japan in large quantities are in some instances the products of our 
own branches or subsidiaries or licensees producing in Japan. 

Senator Corron. Would you permit interruption at this point for 
a question ¢ 

Mr. STRACKBEIN. Yes. 

Senator Corron. We had a witness before us the other day, and 
at that time I asked him about the effect on our exports of American 
companies building branches in other countries. He immediately re- 
plied to me that it didn’t harm our exports at all, that this practice 
which is growing up of building branch establishments abroad simply 
added to the market and got new business, but it didn’t interfere 
with our export business. What comment would you have on that? 
Do you agree to that ? 

Mr. Srrackeern. I do not agree to that at all. I think that when 
our manufacturers set up businesses abroad, either in the form of 
foreign plants or subsidiaries or through licensing arrangements, 
they are substituting that for their usual exports. And having estab- 
lished themselves abroad, they will supply the market in which they 
are located, rather than shipping to that market from the United 
States. Then again they may use the foreign base as a place from 
which to ship to ‘third countries, let us say to Latin American or Asia, 
rather than shipping from the "United States to Latin America and 
Asia. 

And they may turn around and ship goods back to the United 
States, and thus reduce part of the market ‘that the home plant would 
ordinarily supply from here. So I can’t quite agree. 

Now, there may be instances where, by manufacturing abroad in 
the long run it may help build up the other countries and thus pro- 
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vide a greater market in the long run, but that long run may be a 
matter of 5, 10, 15, or 20 years, and most of our industries in this 
country have to live from year to year. 

In other instances it is against the policy of the parent American 
company to ship into this. country from their foreign plants; but 
when foreign companies do so, this policy sometimes gives way. 

Over the past two decades or more certain notions have been widely 
entertained about our trade and have been used in defense and sup- 
port of the trade program. One was that the dollars earned by 
other countries through their exports to his country always come 
back in the form of demand for our goods. That is, also dollars 
received in the form of foreign aid and similar transactions. ‘This 
notion has now been thoroughly exploded by the facts. Since 1950, 
with the one exception of 1957, we have run a deficit of a billion 
dollars or more per year. In 1958 and 1959 combined, this deficit 
was over $7 billion. In those 2 years over $314 billion of gold was 
drained out of our stock at Fort Knox. 

During the past decade the claims of foreign countries against our 
gold stocks has reached a point slightly in excess of this stock. Only 
recently these total foreign claims were reported to surpass our $19.4 
billion in gold. Here, then, are some $20 billion that did not come 
back. 

And in most cases they don’t seem to be in any hurry to come back. 

The brutal fact is that it was a great fallacy to say, as did the 
erudite economists, that the dollars earned abroad alw ays come back. 
Perhaps they will in the long run—perhaps—but. we cannot neces- 
sarily wait it out. Where are . all these dollars? They are in foreign 
treasuries, central banks, and what not. One thing is certain; 
wherever they are, they have not come back and they seem in no 
hurry to do so. 

Another false nation widely disseminated by the economists all 
these years was that, regardless of our high wages, we could nearly 
always produce more cheaply on the basis of unit cost than other 
countries. We were head and shoulders above other countries in this 
respect. Well, brutal facts have contradicted this notion as flatly as 
they contradicted the notion that our dollars would always come 
back to us. 

It seems to be about time to rewrite some of this fallacious eco- 
nomics or point out that reality usually runs the so-called economic 
principles off the tracks through one unforeseen event or another. 

There remains the forlorn hope that wages in other countries will 
one day soon catch up with ours. If they ‘do, it will be because ours 
stand very still or fall back. The evidence is all to the contrary. 
Only a week ago a report in the Journal of Commerce drew a curtain 
on this hope. ‘The Banque de Bruxelles, Belgium, recently issued an 
analysis, says the Journal of Commerce, “indicating that the dis- 
parity between United States and European unit 1: abor costs has been 
growing rather than diminishing.” This should come as no surprise 
because of the relative weaker position of the labor unions in Europe 
compared with the American. The Belgian bank’s experts, continued 
the report, “see little evidence of any decisive change in the near 
future.” I would like to offer the article for the record at this point. 

Senator Corron. Without objection, it will be so received and 
printed. 
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(The article referred to follows :) 


{From the Journal of Commerce, New York, May 5, 1960] 
WokLD TRADE—GAP BETWEEN UNITED STATES, EUROPEAN WAGE Costs WIDENS 


One of the fond hopes of many an American businessman finding it tough to 
match prices of competing West European manufacturers has been that Europe’s 
lower level of wages would gradually rise toward that of the United States. 

Inevitably, it has been believed, the steady expansion in European production 
would exert pressure on prices and on labor supplies. The result: an upward 
movement in wages and production costs. 

In actual practice, things do not seem to have turned out quite that way—at 
least so far. 

HECTIC PACE 


West European economic growth, it is true, has continued at a hectic pace. 

Belgian industrial production is estimated, for example, to have gone up by 
more than 10 percent during the course of last year. Dutch industrial output 
was up & percent. 

In France, industrial production swept up to a 10 percent higher level. And in 
West Germany gross national production rose by close to 6 percent, after making 
allowance for price increases. 

Italy, faced with the seemingly never-ending task of creating new employ- 
ment opportunities for its surplus labor, managed to achieve a 6-percent gain in 
total production of goods and services. 

This widening circle of European prosperity has narrowed down wnemploy- 
ment in most major nations outside Italy to negligible proportions. 

The acceleration in business activity has also tended to force labor rates up. 


DISCOUNT THEORY 


All the parts of the theory advanced by some businessmen here have fallen 
nicely into their allotted place. But the result is something quite different from 
whut was anticipated. 

The Banque de Bruxelles, one of Belgium’s leading financial institutions, 
recently issued an analysis indicating that the disparity between United States 
and European unit labor costs has been growing rather than diminishing. 

Average costs for the six members of the Common Market (France, Germany, 
Italy, Holland, Belgium, and Luxemburg) had dropped by the middle of last 
year to a level some 12 percent under that of 1953. The bank estimated that 
U.S. costs had gone up by 3 percent over the same period. 


NO TURN IN TREND 


The Belgian bank’s experts, moreover, see little evidence of any decisive change 
in the cost relationship in the near future. 

The essential factor that appears to have been overlooked in U.S. calculations 
is the graduation of European industry into the big league of mass production 
where the United States for so many years held the top batting average. Through 
modernization of factories, mergers, and simple growth, European plants have 
become markedly more efficient. 

Most of last year’s gain in German output, to take a clear cut case, came from 
higher output per worker. In the Netherlands also, the rise in labor produc- 
tivity just about matched the increase in industrial production. 

Mr. Srracksern. Finally, there are those who vehemently deny 
that we are priced out of foreign markets. It is, of course, demon- 
strably true that we are not priced out in all products. The evidence 
is unmistakable, however, that we are indeed priced out in a number 
of important lines and that the number of products is increasing 
rapidly. Why, if this were not true, would so many of our com- 
panies seek overseas facilities of production ? 

= ; ; ; : ; 

The fact is that in those instances in which we have at hand a meas- 
ure of relative prices it is a very common thing to find our products 
priced some 30 to 40 percent above those of the world generally. 
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In the case of wheat our price is some 60 to 65 cents per bushel 
above the world price. This is an overprice of some 30 to 35 percent. 
In the case of cotton we are overpriced by about 8 cents per pound. 
This again, is some 30 to 35 percent; and we now subsidize both wheat 
and cotton exports to that extent. 

Senator Corron. You have mentioned two agricultural products. 
How about manufactured products? 

Mr. Srracxsern. If I may, I will touch on that in just a moment. 
I want to talk about that. 

Now, I ask: Are these mere coincidences? Are wheat and cotton 
prices out of line with industrial prices, and on a higher level? Tell 
that to the farmers. This may have been true 10 years ago but not 
today. We should keep in mind, Mr. Chairman, that these industrial 
prices are related to agricultural prices on a parity principle. Parity 
with what? Parity to industrial prices. Most of these things are 
selling at below parity. Therefore, to say cotton or wheat are priced 
above industrial products I dont think would stand up. And if these 
agricultural items are priced 30 to 35 percent above the world markets, 
I think the same would hold true quite broadly with respect to in- 
dustrial products, 

In instance after instance in which foreign manufacturers bid on 
our Government contracts they underbid our bidders by 30 to 40 per- 
cent. Are these also coincidences? 

A few months ago when the Secretary of the Treasury ruled that 
the proceeds of the Development Loan Fund must be spent in this 
country his action was deplored editorially and otherwise. The 
Washington Post, a paper not noted for protectionist tendencies, said 
editorially that in the case of our loan to India this would mean that 
the appropriated funds would fall 40 percent short of the distance 
they would reach if India were free to spend the money in countries 
other than the United States. This was an open admission that 
foreign prices on a miscellany of materials and supplies are some 40 
percent below American prices. 

Everyday experience of one American industry after another that 
faces import competition confirms the evidence provided by the exam- 
ples offered by wheat and cotton. In many instances foreign prices 
are lower by more than a mere 30 or 40 percent. Were it not for the 
lower prices why would imports in 1959 have risen by some $214 bil- 
lion over 1958? Why otherwise could imports capture a progressively 
higher share of the American market in more and more industries and 
with a rapidity that is truly astounding? 

Considering the undoubtable fact that we are overpriced in many 
and a growing number of lines of products, how can we expect to 
expand our exports materially by sending more commercial attachés 
abroad and by exhortations to our exporters to resort to the “hard 
sell?” Sales abroad revolve more around prices and quality and per- 
haps service than they do about salesmanship. 

It is reported from official sources that our exports have increased 
21 percent during the first quarter of 1960 compared with 1959. 
Imports increased 10 percent. Two comments are in order. Imports 
in 1959 were already at an alltime high, and by more than $2 billion; 
exports were well below their 1956-57 peak. The other comment is 
that a substantial share of the increase in exports took place in sub- 
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sidized products, notably raw cotton. These exports would be close 
to zero but for the 30- to 35-percent subsidy. 

Now, Mr. Chairman, I want to point out that in the last fiscal year 
of our agricultural exports, 57 percent moved under one or another 
governmental program: Public Law 480 or actual subsidization, such 
as wheat or cotton, and only 43 percent represented private commercial 
exports not subsidized or otherwise aided by the Government. So 
that some $2 billion moved under Government programs and should 
properly not be counted as commercial exports in the usual sense. 

If we go back now to inquire into the effectiveness of the program 
launched by the Government to counteract our deficit position, we 
are forced to the conclusion that it will not do the job without drawing 
yet more on the Treasury. 

The foreign sales promotion program will do little to overcome the 
underlying effects of 25 years of domestic and foreign economic 
policy. The situation is to far out of adjustment to yield to so super- 
ficial a remedy. 

The effort to induce other countries to remove their trade restrictions 
may succeed to a degree. There is some evidence that it has already 
obtained some success. If it does, it will mean that other countries 
can afford to lift the barriers. Our price levels being what they are, 
the lifting of restrictions by other countries may be done quite safely 
in many Instances. We may be sure in any case that no country will 
lay the restrictions so far away that they cannot reach them and 
readily pick them up again if it becomes necessary in their view to 
do so. 

How far other countries will shoulder more of the foreign aid bur- 
den remains to be seen. This is an experiment that has only just 
begun. Also how greatly tourist expenditures in this country by 
foreigners may be raised only the future will reveal. 

Nothing in the program is aimed at the root of the trouble. This is 
to be found in the relatively high level of our prices and costs. 

Mr. Chairman, I make no suggestion that wages in this country 
should stand still. Whoever makes such a suggestion I think is 
whistling in the wind. I think that the labor organizations in this 
country, the same as other organizations dedicated to a certain object, 
are going to continue the pressure. I think that to look at the situation 
realistically we must recognize that as a fact and deal with it. 

The other question is, then, how rapidly will the wages and costs in 
other countries come up to ours? There I think the outlook is rather 
bleak, because perhaps unions in other countries do not have the power, 
the bargaining power, if you will, that they have established in this 
country. According to the report of the Bank of Brussels, instead of 
narrowing, actually the gap is widening between our unit costs and 
Europe’s, and I think that would certainly be true of Japan. 

Under circumstances similar to this, i.e., a deficit position, other 
countries—and by that I mean mostly European countries, as well as 
Japan and some countries in other parts of the world—placed severe 
restrictions on their imports, resorting in the process to import li- 
censes, exchange controls, import quotas and other devices. 

_ It is to be noted that these restrictions helped inestimably in bring- 
ing those countries out of their predicament. 
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Now, Mr. Chairman, if these protective devices are as evil as they 
have been said to be, then it seems to be something beyond explana- 
tion that by resorting to them to the extent they did these other 
countries should have pulled themselves out of the hole. The medi- 
cine was good for them. With our help it restored them to vigorous 
health. Now the other countries denounce protectionism far and wide, 
constantly. Yet they use these devices now more so than at any other 
time in history. Their restrictions did not provoke retaliation among 
themselves nor from us. 

Now herein, it seems to me, lies a lesson for us. Let us learn it and 
apply it before it is too late. 

Senator Corron. In reference to your comments on the trade re- 
strictions of other countries, were those restrictions imposed partly 
at least because of their lack of dollar balance, their need for dollars, 
dollar reserves, and are they likely to be relaxed, now that that lack 
has been made up / 

Mr. Srracksein. I think it is true they were established largely be- 
cause of the deficit position of those countries after the war and to pro- 
tect their monetary reserves. Had they not put on these restrictions 
their people might have imported more goods than the country could 
actually pay for. And in fact, as is well known, import restrictions 
were sometimes classified. Extreme restrictions were put on luxury 
goods, secondary restrictions were put on goods that were not strictly 
necessities, and the least restrictions were placed on the necessities and 
in some instances, of course, no restrictions at all on capital goods, so 
that there was rhyme and reason and good sense in what they did. 

Senator Corron. May I compliment you on your statement. You 
have shown a grasp of the situation, and I’m much impressed by it. 

Mr. Srrackpeern. Thank you. 

Senator Corron. Referring to your statement at page 11—your com- 
ment on the relaxing of restrictions, the second paragraph, by other 
countries—from your analysis of the situation do you anticipate that 
we may look forward to considerable relaxing of quotas, restrictions, 
and restrictions in the way of import licensing with customer coun- 
tries who will buy from us or we hope will buy from us? 

Mr. SrrackserN. England has already taken tremendous steps in 
that direction. At one time until a year ago there was a large list of 
goods on the so-called token import plan, under which only 25 percent 
of the average imports of 1936 or 1938 could be brought into England. 
That has now been abolished, so that the token import plan no longer 
applies. Also other restrictions have been lifted and we are told 
that France and Germany and other countries have also relaxed their 
import restrictions. But my point is that perhaps they can afford to 
do so because we are in any case overpriced and will not be able greatly 
to expand our exports to those countries. 

I am firmly of the opinion that if our exports to them do increase 
rapidly, they will reinstitute these restrictions as in their judgment 
they find them to be necessary. 

acaatle Corron. Your general analysis paints a rather pessimistic 
picture, which I must confess, as one of the members of this committee 
who perhaps leans to the conservative side, I have a great deal of sym- 
pathy for. I am moved, however, to ask you this: The root of the 
trouble, as you analyze it, is the high U.S. prices and costs of produc- 
tion. What isthe remedy? I assume what you have said to us, sug- 
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gesting we cut wages—is there some way we can increase production 
or productivity, or is the remedy the imposition of tariffs or quotas— 
either or both? Can you give this committee a hint of what action 
Congress could take, or we as a Nation could take, legitimately and 
reasonably to meet this admittedly serious situation ¢ 

Mr. Srrackpein. Mr. Chairman, obviously the need for increased 
productivity has been recognized very widely. 

I think that our industry is automating as rapidly as it can and we 
must. keep in mind that in doing so we are in some instances abolish- 
ing job opportunities. Again, in the long run, automation leads to 
greater production, because you lower prices and that increases con- 
sumption. But 

Senator Corron. Getting right down to brass tacks, are you talk- 
ing about putting an end to featherbedding / 

Mr. Srracksern. That among other things, but also producing more 
productive machinery in our factories. We have nearly a million new 
employees coming into the market each year. Now, if we automate 
aa reduce the number of jobs available, it will be that much more 
difficult to absorb these oncoming millions of employees in the next 
few years. Now, inthe meantime 

Senator Corron. We certainly can’t solve the problems if we can’t 
sell the goods. 

Mr. StraAcKBEIN. That is true. 

In the meantime other countries are also automating. They are in- 
creasing their productivity more rapidly than we are and for a very 
good reason. If we install new machinery we will be placing more 
modern machinery—I mean we will be replacing fairly modern ma- 
chinery by more modern machinery. 

In many instances abroad when they put in new machinery they are 
superseding a much more nearly handicraft method of production. At 
least, their increase in productivity as the figures show in some in- 
stances, is two or three times as high as our increase in the last 3 years, 
and I think it is easily explained. If you superimpose modern machin- 
ery on more backward methods you bring things up much more quickly 
than if you put in new machinery to replace machinery that was al- 
ready a modern type of machinery. 

So what can we do? If we increase productivity, that will be fine— 
if we can then sell the increased volume of goods we produce. But if 
other countries are coming in and taking this market away from us, 
then that formula perhaps will not work, and so we may create unem- 
ployment in this country because we are not absorbing the people 
thrown out of work, much less the new ones added to our labor force 
each year. 

So the outlook does appear gloomy and I think the only thing we 
can do is to recognize imports up to a certain proper liberal share of 
the market, but then to hold the rest of our market for our own pro- 
ducers and to give them assurance through quotas and tariffs, or a 
combination of the two, so that when they do automate, when they do 

roduce more, the market will be theirs rather than being taken away 
y Japan, by European countries, or anything of that sort. 

Senator Corron. Now, you have come to the answer I rather antici- 
pated. I happen to be one who, having served on the Special Sub- 
committee on Textiles and coming from a textile section of this coun- 


56266—60- 








12 





174 FOREIGN COMMERCE STUDY 


try, has advocated quotas to save the remnants of our textile industry. 

But on every hand I am given this answer, that when we impose 
quotas, in the words of the old New Hampshire people, we cut off 
our nose to spite our face; that when we impose quotas, it always reacts 
to reduce—when we hold down imports we reduce our exports. 

Now, I don’t want to keep you too long, but what is your answer 
to that? 

Mr. Srracksern. If the imposition of quotas is bad for us, then 
I would like to have someone explain how the European countries by 
extreme use of quotas managed to survive the situations in which they 
found themselves, and not only survived but are coming out of the 
hole and are now operating in a more prosperous condition than at 
any other previous time in history ? 

Senator Corron. I am not arguing with this too much because in 
a sense I am on your side, but our situation is hardly comparable with 
the European situation. Is it not a fact that the European countries 
didn’t come out of the hole just because they imposed quotas but they 
came out of it also because with peace and with aid, for the first time 
in decades, they were able to build a modern, efficient industrial 
situation. So that it wasn’t just the imposition of quotas. Wasn't 
that a rather small factor ? 

Mr. Srracksetn. Now, Mr. Chairman, I said in my paper, “with 
our help,” but if the imposition of import restrictions were as bad as 
they are said to be, then I don’t see that it could have done anything 
except to blight theireconomy. It did not do that. 

We are in a similar position and unless we put some restrictions 
on imports, the manufacturers will not know properly how to plan 
ahead. We are depending in this country upon economic expansion. 
Now, how are industries that are faced with an unknown quantity, 
competitively speaking, of imports, going to plan ahead and expand 
their plants and calculate what the market will be under these cir- 
cumstances? Ifthey had some assurance that no matter at what prices 
these foreign goods were offered they could not take more than such 
and such a share aw ay from them, then they would have some solid 
basis upon which to base that calculation. 

Senator Corron. And what you are saying is that there is nothing 
immoral or uneconomic in a country’s reserving a reasonable portion 
of their home markets for their own industries. 

Mr. SrrackBeEIn. I am simply saying that ; yes. 

Senator Corron. Thank you. We have been very glad to have you 
withus. We appreciate your statement. 

Our next witness is Mr. Noel Hemmendinger, Counsel, United 
States-Japan Trade Council. 


STATEMENT OF NOEL HEMMENDINGER, COUNSEL, UNITED 
STATES-JAPAN TRADE COUNCIL 


Mr. Hemmenprincer. Mr. Chairman and gentlemen, my name is 
Noel Hemmendinger. I am counsel to the United States-Japan Trade 
Council. I am pinch-hitting this afternoon for Nelson A. Stitt, Di- 
rector of the United States-Japan Trade Council whose prepared 
statement you have. 

Senator Corron. We are glad to have you with us, and I have Mr. 
Stitt’s statement here. 
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Go right ahead, sir. 


Mr. HemMENDINGER. I shall summarize the statement and insert it 
into the record. 


Senator Corron. We shall be glad to receive it. 
(The prepared statement of Mr. Stitt is as follows :) 


TESTIMONY OF NELSON A. Stitt, Director, UNITED STATES-JAPAN TRADE 
CouNCIL 


My name is Nelson A. Stitt. I am the director of the United States-Japan 
Trade Council, an organization of over 200 members who conduct the bulk 
of the trade between the United States and Japan in both directions. I greatly 
appreciate the opportunity afforded to me to testify here today. 

I would like to make some general remarks pertinent to the overall subject 
of these hearings and then make specific reference to the topic of today’s hearings, 
U.S. trade and the Common Market. 

A study recently completed by the United States-Japan Trade Council and 
submitted with my statement, reveals that by 1970 we can expect an additional 
billion dollars a year in exports to Japan on top of the billion-dollar market which 
now exists. This means a doubling of U.S. exports to Japan by 1970. 

This conclusion is based upon a conservative projection of the growth of 
the Japanese economy and the imports necessary to sustain this growth rate. 
The official Japanese expansion goal is a growth rate of 6.5 percent a year based 
upon the year 1956. Current figures indicate that the official estimate under- 
stated the growth of the Japanese economy and that in fact growth is proceeding 
ata higher level. 

Because of the inadequacy of its natural resources, Japan, more than is the 
case with other countries, must increase imports in order to maintain economic 
growth. Japan’s economy is based on the use of raw materials which she does not 
and cannot produce in adequate quantity, and on extensive use of capital equip- 
ment manufactured abroad. 

Japan’s need for imported food will increase not only in relation to the rise 
in population, but also in response to the higher incomes and change in con- 
sumer demands which accompany economic growth. 

The very nature of the Japanese economy severely limits any efforts to reduce 
dependence upon imports. In order to provide the goods necessary for economic 
expansion, it is expected that imports into Japan must increase at the rate of 
5.6 percent a year. On the basis of past trends and present indications, this 
is a reasonable figure for the future rate of imports. If this trend continues, 
imports of goods and services in 1970 will amount to $7.3 billion. This is $3.8 
billion above the 1956 level, and $3.4 billion above such imports in 1959. 

The chart attached to our study shows that various categories of imports will 
not all increase at the same rate. The rise will be greatest with respect to 
mineral fuels needed to meet the explosive demands for electrical energy and 
steelmaking coke. Manufactured products will be next, and imports of services 
(such as transportation, insurance, royalties, etc.) will almost keep pace with 
the average increase in imports. Imports of foodstuffs will be well below the 
average, but there will still be substantially more imported food per capita than 
has been the case in the past. 


It should be emphasized, however, that every major category of imports shows 
a steady and substantial increase. 

The pattern of import increases will be particularly favorable to the United 
States. The United States, over a long period of time, has been Japan’s major 
supplier of imported goods. During the 1950’s imports from the United States 
have averaged better than one-third of Japanese imports from all countries. 
The United States has maintained its share of the Japanese market by keeping 
in step with the changing nature of Japanese requirements. Whereas in the 
1920's well over one-half of America’s exports to Japan were agricultural com- 
modities, the proportion in recent years has been closer to one-fourth, with 
fabricated goods and especially machinery rising rapidly in importance. The 
crucial question for the future is whether or not the United States can con- 
tinue to adapt to changing Japanese needs. 

Of course, the United States will not automatically retain its one-third share 
of the expanded Japanese market. Competition will be keen, not only with 
European suppliers of manufactured goods, but also with new sources of raw 


materials especially in the countries of south and southeast Asia. However, 
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the picture is made bright for the United States by the fact that Japanese 
demand will increase most in those commodity groups where the American 
export position will probably be strong. 

The study shows that Japanese imports of machinery will almost triple 
by 1970 as compared with 1956. U.S. sales of machinery to Japan have averaged 
about $200 million annually, roughly two-thirds of Japan’s total imports of 
machinery from all countries. Fuel requirements show that the potential de- 
mand for American coal in 1970 will be four times the 1956-59 average, and 
American sales of fuel oil should also increase. By 1970 U.S. sales of principal 
foodstuffs, such as soybeans and wheat, to Japan, which averaged $175 million 
in 1956-59, should be about $100 million higher. Other agricultural goods will 
also rise substantially. 

By 1970 U.S. sales of services to Japan should nearly double, to $520 million. 
The largest item in this category is ocean freight, and another sizable item is 
the regular Japanese payment for American management know-how and in- 
vestment. In 1956 payments of fees and royalties amounted to only $12 million. 
By 1959 they had risen to $29 million. During the same years, payments to 
American investors went up from $19 million to $37 million. 

These are simply examples of what American exporters may expect from 
Japanese expansion. America’s best customer overseas is going to be a much 
better one. Economic growth in Japan will mean expanding markets for 
America’s farms, factories, and mines. 

Two factors tend to make the estimates of this report conservative. One is 
that the Japanese economy has grown in recent years at a faster rate than 
predicted and may well continue to do so. The other is the program of sub- 
stantial trade liberalization upon which Japan has embarked. These mesures 
are outlined on page 46 of the interim report to this committee. The Japanese 
Government has announced a program under which 90 percent of all import 
restrictions will be withdrawn within the next 3 years. It is estimated that the 
ratio of liberalization, that is, goods not under currency control, is at present 
about 40 percent and in the near future the ratio will increase to about 62 per- 
cent by liberalization of raw cotton and wool. 

Until 1959 Japan was never able to sell enough to the United States to pay 
for her merchandise imports from the United States. From 1952-58 Japan's 
accumulated trading deficit on merchandise exceeded $2,600 million. In 1959 
the balance shifted in Japan’s favor for the first time as sales to the United 
States rose to $1,020 million and purchases totaled $935 million with a result- 
ing favorable trade balance of $94 million. Japanese foreign exchagne reserves 
are also for the first time since the war in a healthy condition. Trade liberali- 
zation has been made possible by the recent healthy complexion of Japan’s 
trading account. 

The continuance of liberalization and the projected level of Japanese imports 
as discussed above are dependent upon the ability of Japan to export. The 
importance of sustaining the projected rate of economic growth is hardly aca- 
demic. Despite a birthrate lower than that of the United States, it is estimated 
that approximately eight hundred to nine hundred thousand new workers will 
be thrown onto the Japanese labor market every year for the next decade. In 
order to absorb these new workers into the economy and to provide a modestly 
rising standard of living, it will be necessary to maintain at least the present 
rate of growth of about 6.5 percent. Japan’s economic and political stability 
depend on the accomplishment of this primary economic goal. 

To sustain this rate of growth and level of imports, exports must grow at least 
as fast as imports. Japan must look largely to the United States, Canada, and 
Europe for markets to absorb this expansion. The underdeveloped nations with 
extremely low purchasing power cannot in the short run be looked at as a prom- 
ising market. The dangers in relying on the Sino-Soviet bloc with resulting 
trade dependency are too obvious for comment. 

The 13 European countries of the Common Market and the EFTA account 
for less than 10 percent of total Japanese exports while the U.S. absorbs about 
30 percent. Despite the fact that the 13 countries together constitute the 
largest trading area of the Western World, with total imports in 1959 about 
$45 billion, nearly three tilmes the total imports of the United States, their 
purchases from Japan came to only $310 million, about seven-tenths of 1 
percent of the aréa’s total imports. 

This brings me to the topic of today’s hearings, “European Regional Trade 
Blocs.” If the Organization for Economic Cooperation and Development is 
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adopted as recommended by the “four wise men,” it will leave Japan as the 
only major trading and industrial nation outside of a regional group. The 
apprehension felt in the United States over the common market and EFTA is 
magnified a hundredfold in Japan, It is greatly feared that the unwillingness 
of the European nations to accept Japan’s imports will be aggravated by the 
establishment of these economic groupings. 

European discrimination against Japanese products is a matter of common 
knowledge. Despite strenuous efforts by Japan with the diplomatic support 
of the United States, the following European nations still invoke article 35 of 
the GATT and refuse to accord to Japan “most favored nation” status: Austria, 
Belgium, France, Luxembourg, Holland, and Great Britain. It is also under- 
stood that in the negotiations surrounding the establishment of a broader organ- 
ization to deal with the European problem, the Europeans would not be willing 
to admit Japan, despite the best efforts of the United States. 

The European tendency to exclude Japan is noted in a very interesting report 
entitled “The Study of European Economic Regionalism—A New Era in Free 
World Economic Politics,” made by a special study mission led by Congressman 
Frank Coffin of the Subcommittee on Europe of the Committee on Foreign 
Affairs, House of Representatives. The report stated that “nothing could be 
more dangerous in the long run than to adopt the thinking that ‘there is no 
place in Europe for Japan.’” The subcommittee suggested that the OEEC be 
expanded to include, in addition to existing members, the United States, Canada, 
Japan, India, and a Latin American country such as Brazil. We heartily en- 
dorse this suggestion. 

The Common Market was established on the principle that an expanded world- 
wide trade would contribute to economic growth. If the market abandons 
these principles and turns inward, it will have serious repercussions for the 
United States, Canada, Japan, and the other non-European nations of the free 
world. Those outside the blocs must look to the United States for leadership 
in insuring that the development of regional blocs will have the result which 
encouraged the United States to support their establishment. 


Mr. HemmenpinGer. Before I start on the prepared statement I 
would like to make a few comments on the very ingenious and de- 
pressing testimony which you have just heard from Mr. Strackbein. 
I suggest it would be a great tragedy for the United States and for 
the world if our Government should find it necessary to adopt this 
counsel of despair. 

It is fitting perhaps that this evidence comes to you at the very end 
of your many weeks of testimony on trade promotion, because Mr. 
Strackbein has, so to speak, offered an epitaph, and we very much hope 
a premature one, to the advice which you have been getting from the 
U.S. Government and from disinterested persons from academic life 
and from American business. 

These hearings, as I understand it, have been about how to deal 
with the problems of the United States in the world in the 1960’s, by 
expanding U.S. exports. Mr. Strackbein tells us that none of these 
things will succeed and that we shall be forced to resort to the 
“beleaguer thy neighbor” policies which impoverished the world for 
decades. I quote that familiar phrase from an article by Secretary 
Anderson in Foreign Affairs Quarterly of recent date. It is a happy 
thing that our Government and practically every responsible person 
who has expressed himself on this subject has urged that we go for- 
ward in this situation with liberal trade policies and not panic 
because the banker of the world has been asked by depositors for the 
use of their money. 

The United States is not by any means in the position of France 
or the United Kingdom, or Japan, or other countries that in the post- 
war period found it necessary to resort to import and exchange con- 
trols. The United States still has vast resources. The United States 
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is the banker of the free world and is the leader in policies which 
have brought it now to a crossroads. If it should take a reverse 
course it would be an enormous tragedy. 

Let me add two notes which Mr. Hight of the Committee for a 
National Trade Policy just handed to me. 

“According to the United Nations survey, 1958, the general price 
level in the United States has not increased more since 1953 than the 
average of other industrial nations. Our price level has increased 
somewhat more than that of Germany and less than that of the United 
Kingdom and France (disregarding the French devaluation of 1959). 
ha the past 2 years the United States has had a relatively stable price 
evel.” 

Second: “U.S. Public Law 480 sales have been made almost entirely 
to countries which lacked foreign exchange (dollars) and without 
this legislation these sales could not have been made. We have made 
our commercial sales to countries holding hard exchange, in direct 
competition with other world suppliers.” 

Now; I come to my prepared statement which is in two parts. This 
being the last day of hearings on the broad subject of trade expansion, 
we would like to use this opportunity to bring to your attention a 
study made for the United States-Japan Trade Council of the eco- 
nomic potential of Japan as a market for U.S. exports over the next 
10 years. 

This study shows that by 1970 we can expect an additional billion 
dollars a year in exports to Japan, on top of the billion dollar market 
which now exists. 

In other words, a doubling of U.S. exports to Japan. 

I should like to insert into the record, Mr. Chairman, as a part 
of my statement, a copy of this study which I think is before the 
committee. 

Senator Corron. Without objection, subject to the decision of the 
chairman, the document will be received and inserted. 

(The document referred is as follows :) 


JAPAN’S GROWING MARKET FoR U.S. Exports 


A brandnew billion-dollar-a-year market for the export of American goods 
and services on top of the billion-dollar-a-year market which now eixsts. This 
is the measure of the additional sales that the United States can reasonably 
expect to make to Japan 10 years from now as a consequence of Japanese 
economic expansion. 

THE GROWING JAPANESE ECONOMY 


The Japanese economy is growing. There can be no doubt about that. Ever 
since the end of the war there has been, each year, spectacular economic prog- 
ress. In the early postwar years there were special and fortuitous circum- 
stances contributing to growth. Now the expectations for further growth are 
more solidly based. They come from a financially sound internal economy, an 
industrious labor force, and a positive Government policy of economic expansion 
which makes maximum use of the intrepreneurial skills of Japan’s private 
enterprise system. 

Through 1962, and based on 1956, the official Japanese expansion goal is 
6.5 percent a year. This is a high rate for sustained economic growth, but 
certainly not an unattainable one. We are still too close to events—and the 
statistics are still too tentative—to match performance precisely against the 


1 The plans are detailed in a publication of the Japanese Government’s Economic Plan- 
ning Agency, entitled ‘“‘“New Long-Range Economic Plan of Japan.” Future trend esti- 
mates of imports are based on this publication. 
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goals, but most indications are that in all major respects the program is on 


schedule, or ahead of it. In fact, progress has been such as to cause Japanese 
economists to raise their sights somewhat. 


ECONOMIC EXPANSION AND IMPORTS 


Much more than is the case with other countries, Japan must increase her 
imports in order to maintain her economic growth. This is because so much of 
Japan’s economy is based on the use of raw materials which she does not, and 
cannot, produce in adequate quantity, and on more extensive use of capital 
equipment made abroad. Then too, need for imported food will increase not 
only along with the rise in population, but also in response to the higher incomes 
which accompany economic growth. 

Many countries today are trying to reduce their dependence on imports. 
However, the very nature of the Japanese economy severely limits the extent 
to which the present high reliance on imports can be cut down. The best that 
the Japanese can hope to do is to reduce their imports slightly relative to total 
output, but in absolute terms total imports will necessarily rise substantialy. 

The present expectation is that imports will need to increase at the rate of 
5.6 percent a year in order to provide the goods required for economic expansion. 
The accompanying chart shows this trend in imports projected through the 
present decade. Like all projections, this one may turn out to be wrong, but 
on the baiss of past trends and present intentions it is a reasonable picture 
of Japanese imports 10 years hence. If the trend continues, imports of goods and 
services in 1970 will amount to $7.3 billion. This will be $3.8 billion above the 
1956 level, and $3.4 billion above such imports in 1959. 


Percent Growth of Japanese Imports 
of 1956 1956-1970 
400 ->———— 








Fuel 


300 Finished Goods 


ALL IMPORTS 
Services 


Foodstuffs 


-]| Raw Materials 
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1956 1960 1965 1970 


As the projection shows, the various categories of imports will not all increase 
at the same rate. The rise will be greatest with respect to mineral fuels needed 
to meet the explosive demands for electrical energy and for increased steel 
production. Finished products—mostly capital goods—will be next. Imports 
of services (‘“invisibles,’ such as transportation, insurance, royalties, ete.) will 
almost keep pace with the average increase in imports. Although imports of 
foodstuffs will be well below the average, there will still be substantially more 
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imported food per capita than has been the case in the past. Finaliy, the in- 
crease in imports of raw materials (other than fuel) will be at the bottom of 
the scale, largely because of a shift to the lower cost types of raw materials 
which can be processed more fully in Japan (e.g., iron-ore imports will be sub- 
stituted as far as possible for imports of scrap and pig iron for steelmaking). 

But this point should not be overlooked: Every major category of imports 
shows a steady and substantial increase over the years. 


THE U.S. STAKE IN JAPANESE IMPORTS 


Few people realize that in recent years Japan has displaced the United King- 
dom as the world’s second-best customer for U.S. merchandise. (First place 
Canada takes one-fifth of all our exports.) Furthermore, the United States 
bulks very large as a supplier when seen from the Japanese side. During recent 
years imports from the United States have averaged better than one-third of 
imports from all countries. This, of course, is without regard to the immediate 
postwar years when as much as 65 percent of Japan’s imports necesarily came 
from the United States. The postwar record is somewhat better than the prewar 
one: from 1929 through 1938 imports from the United States averaged 30 percent 
of total imports. 

The general picture is clear. Over a long period of time, the United States 
has been Japan’s major supplier of imported goods. This has been true in spite 
of a marked shift in the composition of our trade with Japan, a shift that has 
been characterized by a long-term change in the relative importance of agri- 
cultural and nonagricultural goods. Whereas in the 1920’s well over half of 
American exports to Japan were agricultural commodities, the proportion in 
recent years has been closer to one-fourth, with fabricated goods, and especially 
machinery, rising rapidly in importance. Thus the United States has managed 
to maintain its share of the Japanese market by keeping in step with the changing 
nature of Japanese requirements. 

The crucial questio for the future is whether or not the United States can 
continue to adapt to changing Japanese needs. If so—if the one-third of the 
Japanese market continues to be supplied by the United States—the increased 
sales each year can amount to more than a billion dollars by 1970. 


WHAT GOODS WILL THE GROWING MARKET TAKE? 


Of course, the United States will not automatically retain its one-third share 
of the expanded Japanese market. Competition will be keen, not only with 
European suppliers of manufactured goods, but also with newly developing 
sources of raw materials, especially in the countries of south and southeast 
Asia. However, the picture is made bright for the United States by the fact 
that Japanese demand will increase most in those comodity groups where the 
American export position will probably be strong. 

The Japanese import projections have been broken down in some detail. 
By combining the detailed projections with the record of U.S. exports to Japan, 
it is possible to anticipate the fields in which most of the increased American 
sales to Japan can take place. 


Machinery 

The projection of Japanese imports of machinery and other capital goods 
shows that they will almost triple by 1970, as compared with 1956. U.S. sales 
of machinery to Japan in recent years have averaged about $200 million annually, 
roughly two-thirds of Japan’s total imports of machinery from all countries. 
Also, the sales have been rising rapidly. If the United States can keep its share 
of the market, exports in 1970 should amount to between $525 and $575 million, 
or nearly triple the recent rate of shipments. Machinery bulks larger than 
any other single commodity group in the potential Japanese market, and U.S. 
suppliers are in a favored position because of the Japanese preference for 
American-made capital goods. Japan’s needs cover the entire range of machin- 
ery, from giant power-generating equipment to delicate scientific instruments. 


Fuel 

Japan’s fuel needs will skyrocket in response to a burgeoning demand for 
electrical energy, and for coking coal not produced in Japan. In this case 
eareful Japanese projections of requirements have been made all the way 
through to 1975, and they indicate that the demand for coal (coking and other) 
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in 1970 will be four times the 1956-59 average. If the United States maintains 
its share of the market for coal, sales will be about $160 million annually, 
compared with an average of $40 million in recent years. At present the 
United States is an important supplier of heavy fuel oil, but Japanese plans 
now are to reduce such imports sharply in favor of crude oil to be refined in 
Japan. The increase in crude oil imports will be tremendous. Undoubtedly 
U.S. companies throughout the world will share in this expanded market, but 
it remains to be seen whether exports will be made directly from America. 


Major foodstuffs 


U.S. sales of major foodstuffs to Japan averaged $175 million in 1956-59. 
By 1970 they should be $100 million higher. The chief items in this category 
are wheat and soybeans, and the United States is the main supplier of both— 
nearly half of the wheat and over three-quarters of the soybeans in the last 4 
years. Wheat sales are expected to rise moderately, to about $80 million a year 
by 1970 as compared with a 1956-59 average of $67 million. However, soybean 
sales should continue their marked upward trend (from $51 million in 1956 
to $87 million in 1959) and easily reach $125 million by 1970. Minor items in 
this category are other grains and dairy products; they, too, should share in 
the general increase in imports of food. 


Other agricultural products 


The most important items in this category are cotton, hides and skins, beef 
tallow, and tobacco. Cotton, of course, is dominant; the average annual sales 
to Japan in 1956-59 in the whole group were $225 million, and cotton accounted 
for $150 million of this. Cotton sales should rise, but only moderately, to about 
$170 million in 1970. This is because the Japanese textile industry will in- 
creasingly use synthetic fibers produced in Japan. Sales of other goods in this 
eategory should increase more sharply—from about $75 million to $110 million 
in 1970. 

Sales of services 

U.S. sales of services to Japan averaged $275 million in 1956-59. By 1970 
they should nearly double, to $520 million. A big item in this category is ocean 
freight, which will rise almost in step with the increased tonnage of Japanese 
imports in spite of Japanese efforts to expand their own fleet. Another sizable 
item is the regular Japanese payment for American management, know-how, 
and investment. In 1956 payments of fees and royalties amounted to only $12 
million; by 1959 they had risen to $29 million. During the same years payments 
to American investors went up from $19 million to $37 million. These are the 
fruits of existing American participation in the Japanese economy. The future 
harvest should be much larger. 

The above are simply examples of what American exporters have a reasonable 
right to expect out of the Japanese expansion. The full catalog of Japanese pur- 
chases from the United States is extensive. Not all of these purchases will 
rise. In fact, the Japanese policy of maximizing fabrication in Japan whenever 
it can be done economically will result in an actual curtailment of some imports. 
Heavy fuel oil has already been mentioned. Refined chemicals may also decline. 
There will be a tendency to substitute iron ore for imported pig iron and scrap. 
But the relative curtailment of some markets will be offset by new sales possi- 
bilities for other things that the United States can offer. 

The prospect for American exporters is made even brighter by the fact that 
Japan’s improved foreign exchange reserve position has permitted a relaxation 
of import control measures that were so necessary during the dollar shortage 
period. In January and again in April of this year discrimination against im- 
‘ports from the dollar area was ended for two lists of important commodities, 
including ferrous and copper alloy scrap, beef tallow, and lard. By the end 
of the year all remaining discriminatory trade controls will be gone. The pro- 
cedure for obtaining foreign exchange has also been liberalized. Thus it is 
becoming progressively easier for the American exporter to sell in Japan. 

One big fact stands out: America’s best customer overseas is going to be a 
much better one. Economic growth in Japan will mean more sales from Amer- 
ica’s farms, factories, and mines. 


SOURCES AND METHODOLOGY 


This report is based on statistical material developed by International Heo- 
homie Consultants, Inc., an independent firm in Washington. The basic method 
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was to carry through to 1970 the individual and group import projections shown 
in the official Japanese publication “New Long-Range Economic Plan of Japan” 
released by the Economic Planning Agency of the Japanese Government. These 
projections were then applied to the recent level of U.S. sales to Japan of com- 
parable commodities and commodity groups. Insofar as possible, U.S. export 
figures were used. In a few cases the available U.S. data were not sufficiently 
comparable to the categories set out in the Japanese plan; in these cases Japa- 
nese import or payments data were used. 

There are thus two important assumptions: (a) That the goals announced 
in the Japanese plan will be achieved and that the trend will continue to 1970, 
and (0) that the U.S. share of the future Japanese market will remain about 
the same as it has been in recent years. Events suggest that both assumptions 
are reasonable. However, it should be noted that the second one is less valid 
when it is applied to the export of a single commodity or commodity group 
than when it is applied to exports in general. 

The report does not present forecasts of what will happen. It presents cal- 
culations of what U.S. sales possibilities can be on the basis of these two reason- 
able assumptions. 

Mr. Hemmenpincer. This is based upon a conservative projection 
of the Japanese economy and the industry necessary to sustain its 
growth. The official Japanese goal, based upon a survey of the Eco- 
nomic Planning Board of the Government of Japan, is a growth rate 
of 6.5 percent a year, based upon the year 1956. Current fieures indi- 

cate that the offici al estimate understated the growth of the Japanese 
economy and that in fact the growth is proceeding at an even higher 
rate. 

Because of the inadequacy of its natural resources, Japan, more 
than is the case with other countries, must increase imports in order 
to maintain economic growth. Japan’s economy is based on the use 
of raw materials, which she does not and cannot produce in adequate 
quantity, and on extensive use of capital equipment manufactured 
abroad. 

Japan’s need for imported food will increase, not only in relation 
to the rise in population, but also in response to the higher incomes 
and change in consumer demands which accompany economic growth. 

The very nature of the Japanese economy severely limits any y efforts 
to reduce dependence upon imports. In order to provide the goods 
necessary for economic expansion, it is expected that imports into 
Japan must increase at the rate of 5.6 percent a year—almost at as 
high a growth rate as that projected for the economy as a whole. 

The chart attached to our study shows that various categories of 
imports will not all increase at the same rate. The rise will be 
greatest in respect to mineral fuels needed to meet the explosive de- 
mands for electrical energy and steelmaking coke. Manufactured 
products will be next, and imports of services—such as transporta- 
tion, insurance, royalties, and so forth—will almost keep pace with 
the aver age increase in imports. Imports of foodstuffs will be well 
below the average, but there will still be substantially more im- 
ported food per capita than has been the case in the past. 

It should be emphasized, however, that every major category of 
imports shows a steady and substantial increase. 

The pattern of import increases will be particularly favorable to 
the United States. 

The United States, over a long period of time, has been Japan’s 
major supplier of imported goods. During the 1950’s, imports from 
the United States have averaged better than one- third of Japanese 
imports from all countries. The United States has maintained its 
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share of the Japanese market by keeping in step with the changing 
nature of Japanese requirements. Whereas in the 1920’s well over 
one-half of America’s exports to Japan were agricultural commodi- 
ties, the proportion in recent years has been closer to one-fourth, 
with fabricated goods and especially machinery rising rapidly in 
importance. 

The crucial question for the future is whether or not the United 
States can continue to adapt to changing Japanese needs. 

Of course, the United States will not automatically retain its one- 
third share of the expanded Japanese market. Competition will be 
keen, not only with European suppliers of manufactured goods, but 
also with new sources of raw materials, especially in the countries of 
south and southeast Asia. However, the picture is made bright for the 
United States by the fact that Japanese demand will increase most 
in those commodity groups where the American export position will 

robably be strong. 

The study shows that Japanese imports of machinery will almost 
triple by 1970 as compared with 1956. U.S. sales of machinery to 
Japan have averaged about $200 million annually, roughly two- thirds 
of Japan’s total imports of machinery from all countries. Fuel re- 
quirements show that the potential demand for American coal in 1970 
will be four times the 1956-59 average, and American sales of fuel 
oil should also increase. By 1970 U.S. sales to Japan of principal 
foodstuffs, such as soybeans ‘and wheat, which averaged $175 million 
in 1956-59, should be about $100 million higher. Other agricultural 
goods will also rise substantially. 

It is not customary, gentlemen, to talk about payments of fees and 
royalties when you are discussing international trade, but in the 
balance between the United States and Japan this looms very im- 
portant. By 1959, such payments which were in effect for American 
services were $29 million. 

Let me emphasize that these are conservative estimates because the 
Japanese economy has grown in recent years at a faster rate than 
predic ted, and because of the liberalization of imports program upon 
which Japan has embarked. These measures are outlined on page 
46 of the interim report made by the staff to this committee. 

The Japanese Government has announced a program under which 
90 percent of all import restrictions will be withdrawn in the next 
3 years. It is estimated that the ratio of liberalization—that is, of 
goods not under currency control to total goods—is at present about 
40 percent, and within the year the ratio will increase to about 62 
percent with the liberalization of imports of raw cotton and wool. 

Until 1959 Japan was never able to sell enough to the United States 
to pay for its merchandise imports from the United States. From 
1952 through 1958 Japan’s accumulated trading deficit on merchan- 
dise account exceeded $ 52.6 billion. 

In 1959, for the first time, the balance shifted in Japan’s favor, as 
sales to the United States rose to over $1 billion and purchases were 
slightly under that sum. Japan’s foreign exchange reserves are also, 
for the first time since the war, in a healthy condition. 

The continuation of liberalization and of the ability of Japan to 


import at the projected levels are dependent upon Japan’s ability to 
export. 
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The importance of sustaining the projected economic growth rate is 
not academic. Despite a birth rate which is lower than that of the 
United States, about 800,000 to 900,000 new workers will be thrown 
on the Japanese labor market every year for the next decade. 

To absorb these new workers into the economy and to provide modest 
increases in per capita living standards, it will be necessary to main- 
tain at least the projected rate of growth of about 6.5 percent. 

Japan’s economic and political stability depend on t the accomplish- 
ment of this economic goal. 

To sustain this rate of growth and level of imports, exports must 
grow at least as fast as imports. Japan must look largely to the 
United States, Canada, and Europe for markets to absorb this expan- 
sion. 

The underdeveloped nations with extremely low purchasing power 
cannot in the short run be looked to as a promising market. The 
dangers in relying on the Sino-Soviet bloc are too obvious for com- 
ment. 

This brings me, Mr. Chairman, to the announced subject of your 
hearings today and to the second point in my prepared statement— 
the relationship to the European regional trade blocs. 

Senator Corron. As you leave the one topic and go on to the other 
one, could I ask you just a question or two? 

Mr. Hemmendinger, it is true the United States has constantly sold 
more to Japan than we have bought from Japan. Is that correct? 

Mr. HemMENDINGER. Yes, sir. 

Senator Corron. On page 2 of Mr. Stitt’s statement it mentions 
Japan’s increasing demand for agricultural products. Could you 
give a general indication or file for the record an indication of how 
much cotton Japan imports from the United States compared with 
our imports of cotton textiles from Japan ? 

Mr. Hemmenpincer. Mr. Chairman, I would like to submit some- 
thing for the record on that. 

(The information referred to follows :) 


| 
| U.S. exports | U.S. imports 


; of cotton, un-| of cotton, By valve, 
mantifac- | manufac- in thousands 
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Japan Japan 
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OE a Se elie ale Mee 1195, 000 | 00 O00 fos scacese 


Estimated by United States-Japan Trade Council. 
Source: Bureau of the Census, Reports F.T. 120, F.T'. 420. 


Senator Corron. United States and Japanese trade is about in bal- 
ance now. Would you say that it should be possible, with reasonable 
action on both sides, to maintain this balance # 

Mr. Hemmenpincer. I think that is a fair target for the policy of 
both nations, yes, sir. 

Senator Corron. Of course, I can’t view this as objectively as I 
should. I always go back to textiles. In the period I spent in Japan 
I was tremendously impressed by the progress of Japan, and im- 
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pressed with them as one of our best customers—certainly our best 
customer in Asia. But could you state categorically that Japan will 
stick to her voluntary quota on textile exports / 

Mr. HeMMENDINGER. Senator Cotton, I would have to refer in an- 
swer to that to the sources which may be familiar with that, and that 
is declarations which have been made in recent weeks by leaders of 
the Japanese textile industry and which have been reported in the 
press here in the United States. I have no independent source. 

I am afraid there is a serious question at this time arising from the 
action under section 22 which is now pending in the Tariff Commis- 
sion. There certainly will be influential voices within the Japanese 
industry who will say that if the United States sees fit to impose a 
special duty on imports of cotton textiles, Japan should take into its 
own hands, in every sense, the present controls which resulted from 
negotiation. 

Senator Corron. Also, of course, we are aware of the enormous rise 
of textile exports through Hong Kong. 

Mr. Hemmenpincer. There is a considerable awareness of this prob- 
lem in all circles, yes, sir. 

Senator Corron. In other words, in a sense it bypasses the volun- 
tary quotas, does it not ¢ 

Mr. Hem™enpincer. There are no controls, sir, so far as I know. 

Senator Corron. It is my recollection that the Japanese had a very 
definite quota on American automobiles, did they not ? 

Mr. Hemmenpincer. They had quotas on imports of automobiles 
which I believe are by description rather than by origin but I am not 
100 percent sure. 

Senator Corron. But it works out so that the Japanese have, his- 
torically at least in recent years, exercised some quotas themselves ? 

Mr. Hemmenpincer. They certainly have. 

Senator Corron. Would you mention briefly—on page 4 you refer 
to recent measures taken by Japan to remove restrictions on imports 
from the dollar area. 

What has been the policy—what specifically has Japan done since 
the GATT conference last fall ? 

Mr. Hemmenpineer. I have a note on that subject which I should 
like simply to read. 

The Japanese Government has announced a program of trade lib- 
eralization to dismantle the controls which were found necessary in 
the period of dollar shortage. 

On January 4, 1960, dollar area discrimination was lifted for im- 
ports of abaca, copper, alloy scrap, and gypsum. 

Effective April 1, 1960, iron and steel scrap, beef tallow, and lard 
will be imported free of restriction. It has further been announced 
that dollar discrimination on raw hides, pig iron, and soya beans will 
be removed some time during this year. 

When this program is completed, all direct discrimination against 
U.S. imports will be gone. 

Furthermore, the system of fund allocation which allocated foreign 
exchange by commodity has been modified considerably. 

Effective April 1, some 435 items will be liberalized by placing 
them on the automatic approval list, a system which requires no allo- 
cation of currency, and by the new automatic allocation list which 
also requires no specific allocation of currency. 
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These liberalization measures include imports of machinery and 
consumer goods of certain types. 

The Japanese goal, as announced by a special cabinet committee, is 
substantially complete liberalization within 3 years. The current an- 
nouncement of the foreign exchange budget for the next half of the 
Japanese fiscal year is the highest in Japanese history. It can be ex- 
pected that as the Japanese economy improves, controls will be elimi- 
nated at an accelerated pace. 

Senator Corron. Do you believe that quotas are ever justified ? 

Mr. HeEMMENDINGER. Yes, sir. 

Senator Corron. Under what circumstances? I mean import 
quotas, obviously. 

Mr. Hemmenprincer. I think that Japan and the countries of Eu- 
rope by and large have found it necessary in the postwar period of the 
so-called dollar shortage to impose import quotas. I think that the 
IMF and the other international bodies have accepted this as a re- 
grettable necessity, but one which should be constantly scrutinized 
and eliminated as rapidly as possible. 

Senator Corron. They are justified then by other countries, but 
not by us? 

Mr. Hemmenprincer. Certainly whatever goes for them goes for 
the United States in similar circumstances. 

Senator Corron. Yes; but you justify them only in the situation 
of the dollar shortage. 

Mr. Hemmenpincer. I think we are very lucky that the circum- 
stances are not similar and that our position in the world, as I com- 
mented at the beginning of my testimony, is very different indeed. 

Senator Corron. Would you permit, rather than to exercise any 

uotas, would you permit the cotton textile industry in the United 
states to die? 

Mr. Hemmenpincer. I don’t think anyone, whether a private witness 
or a public witness, can cross that kind of a hypothetical bridge. I 
would simply not agree that we are faced with such a choice. 

Senator Corron. You will admit it is awful sick, will you not? 

Mr. Hemmenprincer. No, sir, I think in the last year the American 
textile industry has shown terrific strength. Its stock market quota- 
tions, its profits, its sales and its investment all look very good in 
the last year. 

Senator Corron. Well, that is very interesting. I know that the 
situation has been—I wouldn’t say improved, but it has improved 
in the sense that it is less desperate in the last year than it was before, 
but—well, I won’t go into that. 

Mr. Hemmenpincer. Mr. Chairman, with reference to your ques- 
tion about the textile industry, I should like, with your permission, to 
submit as an additional document, a recent address by the former 
Assistant Secretary of Commerce, Mr. Henry Kearns. 

Senator Corron. We will be glad to have that. 





SURVIVAL OF THE CoTTon TEXTILE INDUSTRY 


Address of the Honorable Henry Kearns, Assistant Secretary of Commerce for 
International Affairs, Prepared for Delivery Before the Charlotte Textile 
Club, Hotel Charlotte, Charlotte, N.C., Monday Noon, February 22, 1960 


I was pleased with the invitation to address the Charlotte Textile Club and 
the opportunity it provided to talk with leaders of North Carolina’s textile in- 
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dustry. I spend so much time on textile problems in Washington that some 
people call me the Assistant Secretary of Commerce for Textiles rather than for 
International Affairs. I must admit, however, that the problems of your in- 
dustry present the challenge and fascination involved in trying to come up with 
a sensible answer to a highly complicated situation. 

The Eisenhower administration, of which I am a part, is dedicated to bringing 
peace, progress, and prosperity to the Nation. Facts will show that this dedica- 
tion has produced results—results which, I must say, are reflected in the current 
prosperity of the textile industry. Our concern is your concern and we are 
working diligently to serve you well along with each of the other industry 
groups, labor groups, and consumer groups which, together, form the strength 
of the American economic system. 

How can we best achieve full prosperity for the Nation? How can we help 
the textile industry grow in strength and vitality so that it may share fully in 
the Nation’s prosperity? It may be fruitful to discuss some of the steps that 
can be taken in solving these problems to assure the survival of the cotton 
textile industry. 

Foreign competition long has been of concern to textile producers the world 
over. A look at our history books will find that England worked mightily to keep 
the upstart colonists in America from establishing a textile industry which would 
“destroy” England’s export trade with the New World. What is past is prolog, 
and you see much the same attitude toward some of the newly developing countries 
today. 

The English, you know, were unsuccessful and an industry which had its 
beginning with a score of small cotton plants in New England and the Middle 
Atlantic Colonies in the late 1600’s, and gained in momentum as cotton mills 
swung into full production beginning in 1789, expanded fairly steadily throughout 
its history into the 1920’s—and despite the cries of alarm, the British textile in- 
dustry prospered for these 200 years. 

Our exports of cotton cloth during this period of expansion were of great 
importance to the textile industry and in every year since 1879 the volume of 
cotton cloth exports has exceeded by far the volume of corresponding imports. 

In 1879, for example, the industry exported 129 million square yards of cotton 
cloth, about half the total amount exported last year. Exports rose generally to 
periodic peaks of 205 million square yards in 1887, 505 million in 1902, 711 
million in 1906, and 819 million in 1920. 

At the same time, the volume of cotton cloth imports also was rising—12 
million square yards in 1879, and periodic peaks of 32 million in 1886, 49 million 
in 1893, 65 million in 1900, 84 million in 1907, and 104 million in 1920. Coinci- 
dental with this general rise in imports was a general rise in the total health 
of the domestic industry. 

In 1919, the total value of products produced by the cotton textile industry 
reached a pre-World War II high of $2.1 billion. The number of active spindles 
in place reached an all-time high in 1921. The number of mills in operation 
reached an all-time high in 1922. Imports reached 219 million square yards in 
1923, a year after Congress passed the Fordney-McCumber Act raising the tariff 
rates; still in 1923, the industry had a net income after taxes of $90.7 million. 

After 1923, the volume of imports began a sharp decline, from the 219 million 
square yards of that year to the 61 million square yards of 1929. While running 
at a deficit during two of the intervening years, the industry’s net income after 
taxes in 1929 had fallen to $16.2 million. 

Our Nation was hit by depression, and the next year, 1930, Congress passed 
the Smoot-Hawley Act. Imports were cut in half, and the cotton textile industry 
showed a net loss of $92.6 million, the worst year in its history. 

I cite these figures and events only to show that an unbiased observer will find 
it difficult to note much correlation between the health of the U.S. textile industry 
the degree of import competition, and the degree of tariff protection. 

Probably the most salient features of the economic growth of the industry were 
the migration of the industry to the South and the peak production required by 
the two World Wars and the war in Korea. 

While the total cotton-system-spindle population of the Nation was declining 
generally after its alltime high in the twenties, the spindle population in the 
South was rising. The proportion of spindles in place located in the South 
increased from 47 percent in 1925 to 76 percent in 1945, and the location of 
cotton looms showed a similar shift from 56 percent to 79 percent. Today, 91 
percent of the spindles in place are located in the cotton-growing States. 
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Probably the most salient features of the economic changes in the textile 
industry have been— 

The changing percentage of disposable income being spent on the industry’s 
products ; 

The apparent inability of the industry, due to overcapacity and three-shift 
operations, to gear output to the volume the market will absorb at a profitable 
price; 

The loss of markets, particularly in the industrial field, to nontextile 
products such as paper and plastics ; and 

The mounting interfiber competition within the industry. 

In a nutshell, the share of consumer spending for apparel, as one example, 
has dropped from 9.4 percent in 1948 to less than 7 percent today ; the industry has 
been running at less than full capacity since the end of the Korean war; from 
1950 to 1957 alone, industrial end-users cut their consumption of cotton textiles 
by 29 percent ; and, according to the Pastore report, the output of newer manmade 
fiber fabrics from 1947 to 1957 showed a fifteenfold increase while the per capita 
mill consumption of cotton dropped from 32.4 pounds to 23.7 pounds. 

Of course there have been other problems, and I recognize fully that one is 
related to the two-price cotton policy and another is related to the heavy concen- 
tration of imports in a few specialized fields. 

I don’t like the two-price cotton policy any more than you do. But finding a 
solution satisfactory to the cottongrowers, the cotton-textile producers, the Con- 
gress, and other interested parties is, putting it mildly, a perplexing problem in 
itself. The President has ordered a section 22 investigation to determine 
whether or not a fee equivalent to the export subsidy on raw cotton should be 
imposed on imports, however, and while some of you may feel this investigation 
does not go far enough, the investigation at least will afford an opportunity to 
lay the facts on the table. 

A heavy concentration of imports in particular product categories can jeop- 
ardize those segments of the industry. Actions of the Government clearly show a 
keen recognition of such problems. I would say, however, that the economic 
changes in the textile industry are more the results of the vagaries of consumer 
spending, overcapacity, nontextile competition, and interfiber competition, than 
import competition. 

I have studied statements of the industry and I have studied the pertinent 
statistics. I have traced the monthly movements of wholesale prices, spindle 
population, imports, market prices for textile securities, and other similar factors, 
including announcements of decisions by the Government on textile tariff and 
quota questions and events overseas which possibly foretell of a boost in imports, 
and I find no obvious correlation. 

In charting the movements of cotton-textile mill product imports, production, 
wholesale prices, and exports on an annual basis for the period 1949 through 
1958, I have found that— 

In relation to the previous year, in 1950 exports were up, production was 
up, wholesale prices were up, and exports were down; 

In 1951, imports were down—production, wholesale prices, and exports 
were up: 

In 1952, imports, production, wholesale prices, and exports all were down 
and so on, leading me to a conclusion that, on the basis of these movements, 
there really isn’t much of a discernible pattern. 

I have attempted to correlate a rise in imports with the market prices of 
textile securities. 

In 1957, total cotton-textile imports amounted to 1438 million square yards. 
In 1958, the figure rose to 155. In 1959, the volume reached an alltime high of 
240 million square yards. 

Now how did this fabulous rise in imports affect stock prices? Let’s look 
at the 1957-59 highs for several leading cotton textile producers. 


Burlington Industries rose from 1444 to 15% to 2614. 
Cannon Mills rose from 52 to 66 to 69. 
Cone Mills rose from 14% to 16% to 29%. 
Dan River Mills rose from 125 to 14% to 194. 
Listen to this one: Reeves Bros. rose from 12% to 14% to 41%. 
J. P. Stevens rose from 23% to 27% to 34%. 
United Merchants & Manufacturers rose from 15% to 18% to 21%. 
Clearly, the increasing volume of imports had no apparent effect—on stock 
prices. 
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I think you will agree that today the cotton-textile industry is not doing 
badly. Even last year, when imports began to rise to their alltime high, the 
signs were good. 

The Wall Street Journal of March 30, 1959, reported that “Textile companies, 
which tumbled into recession long before most U.S. industries, also are among 
the front runners in recovery * * * this has brought * * * production speed- 
ups, bulging orderbooks—and rising earnings.” 

The recovery is continuing and my good friend, J. Spencer Love, although 
expressing concern about the rise in imports, was reported in the February 5, 
1960, Daily News Record as painting a bright picture for 1960 for all of the 
textile field. The Textile Division of our Department’s Business and Defense 
Services Administration paints much the same picture. 

In fact, the picture for all of industry looks bright. President Hisenhower, in 
his state of the Union message, said, “1960 promises to be the most prosperous 
year in our history.” Secretary of Commerce Mueller, right here in Charlotte 
last month, related how our gross national product now is higher than ever 
before. “By early fall,” he said, “it should hit the half-trillion-dollar alltime 
high altitude mark—the superabundance target of economists over the years.” 

The Department of Commerce, of course, is the Federal servant of industry. 
It is our statutory responsibility “to foster, promote, and develop the foreign 
and domestic commerce * * * of the United States * * *.”. We meet this re- 
sponsibility, in part, by collecting and publishing timely and accurate data, 
reports, surveys, appraisals, and other material which business can use. We 
take this responsibility seriously. 

Our services to industry engaged in, or otherwise affected by, foreign com-- 
merce are many. We can provide the names of foreign firms in selective for- 
eign countries known to be existing or potential markets for U.S. goods. We 
can supply ratings on individual firms in almost every foreign country of the 
world. We can provide brief commodity surveys adequate to tell the business- 
man what steps to take if he wishes to enter into the proper channels of 
distribution and to start soliciting business. 

All in all, we collect, analyze, and publish the kinds of information a busi- 
nessman needs to engage in foreign trade effectively. We provide the consulta- 
tive services he needs to sell his wares in the world marketplace. 

We believe that this country’s foreign trade is good for America. We take 
this foreign trade seriously. 

First of all, it is good for America because it is an important part of the 
Nation’s total economy. No one will argue that the textile industry is not an 
important part of our national economy—it is vital to our everyday living. 
But by the same token, our country’s total sales abroad, our exports, annually 
exceed greatly the total sales of the entire textile industry—and foreign trade, 
too, is vital to our everyday living. 

In 1959, the textile mill products industry employed some 963,000 workers. 
Each year about 41% million Americans derive a livelihood from some form 
of foreign trade. 

I hesitate to say that our Nation’s foreign trade is big business, because 
actually it is conducted largely by thousands of small and medium and large 
businesses. But in terms of total volume and value, our foreign trade is big 
business. 

We are dependent upon foreign trade for many of our raw materials. With- 
out foreign sources of supply literally tens of thousands of American firms 
would suffer serious losses. This is because our tire industry must import all 
of its natural rubber; the paint industry must import all its lac and shellac; 
the pharmaceutical industry must import all its opium and ipecac; the insecti- 
cide industry must import all its rotenone; the tanning industry must import 
all of its quebracho extract; the furniture industry must import all its rattan 
and mahogany; the jewelry industry must import all its natural pearls; the 
metals industry must import all its tin and chromium metal; the fertilizer in- 
dustry must import all its calcium cyanide, calcium nitrate, and natural sodium 
nitrate; the food industry must import all its coffee, cocoa, bananas, and tea; 
and—various branches of the textile industry must import all of their jute, 
sisal, abaca, carpet wool, and cashmere. 

These all are items for which U.S. industry is totally dependent upon imports. 
Imports also account for sizable percentages of our total supplies of such crucial 


items as manganese ore, chromite, beryllium, bauxite, nickel, antimony, and 
cobalt. 
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Imports provide the U.S. cotton textile industry with sizable proportions of 
its extra-long-staple cotton. 

I must say that I was somewhat amused last year when several cotton-textile 
producers appeared before the Tariff Commission to oppose the increased tariff 
on extra-long-staple cotton which the domestic cottongrowers were seeking. 
That tariff increase, incidentally, was not granted. 

Of course, we must have foreign trade. In the complex economics of today’s 
foreign trade neither we nor any other nation can afford to sit back and pick 
and choose what, where, and how to buy and sell in international markets. 
You just can’t turn foreign trade on and off like a faucet. 

You can’t buy if you don't sell—and you can’t sell if you don’t buy. The 
importance of foreign trade to our country’s continued peace, progress, and 
prosperity even transcends the immediate and measurable economic gains it 
provides our workers and businessmen. 

I am convinced that President Eisenhower’s defense policies have kept us in a 
position where we can destroy any aggressor nation in the world at the press of 
a button, but the recent Russian missile feats certainly point up the necessity 
for our having friends throughout the world. And trade is the most sensible 
and sure-fire way in which we can make friends and, at the same time, assure 
that the free world remains economically strong—strong enough to resist either 
direct attack or the sly subversion which poverty invites. 

The countries most vulnerable to direct attack—as well as subversion—are 
those geographically situated on the Sino-Soviet perimeter. You are familiar 
with some of these countries because of their fast emerging textile industries. 

Pakistan, for example, is a country where 90 million tough, industrious people 
literally are lifting themselves from the depths of poverty. Their exports ac- 
count for a large percentage of their gross national product, but their need for 
foreign exchange is acute. They must export in order that they may buy the 
food, machinery, raw materials, and other items they absolutely need for every- 
day living. The Pakistanis like Americans, but if we don’t buy the few lines of 
products they can export, including textiles, they must look for other customers— 
and the Soviets are nearby, ready, and available. 

India has much the same situation, only of greater magnitude. Her imports, 
many from the United States, exceed her exports by some $800 million annually— 
a trade deficit of some $800 million a year. The problem is made more serious, 
however, by her needs for an additional $1 billion in foreign exchange each year 
for the next 5 years if there is going to be any increase at all in the Indian 
standard of living. 

Korea has a very small amount of foreign trade, chiefly because a large portion 
of her former industrial capacity lies in North Korea which now, of course, 
is within the Sino-Soviet perimeter. But her needs for foreign exchange—to 
buy such items as agricultural products, metals, and machinery from the United 
States—are high. And textiles are among Korea’s few earners of foreign 
exchange. 

Hong Kong is another area whose textile and apparel industries pose prob- 
lems for our domestic industry. But these Hong Kong industries are the major 
source of employment for the 2 million refugees who have escaped the yoke of 
Chinese communism. 

Incidentally, on the basis of my personal on-the-spot survey of Hong Kong’s 
textile industry, I firmly believe that they have the full capacity to produce all 
of the cotton garments they are shipping to the United States. And on the basis 
of thorough investigations conducted by agencies of our Government, I can say 
that we have not found one bit of proof that Communist textiles are being trans- 
shipped through the colony to the United States. 

Japan does not have the problems of poverty existing elsewhere in Asia, but 
Japan must trade to live and she either trades with the free world or succumbs 
to the leftwing elements within her population and orients her economy to the 
Communist bloc. It is just that simple. 

Each of these countries is our friend. Each is important to our national 
survival, which includes the survival of the cotton-textile industry. Each of 
these friendships must be nurtured, and an expanding level of trade among us 
is the answer to most of our problems. 

As we continue our efforts to achieve a greatly expanded level of international 
trade, however, it is not our purpose to sacrifice any U.S. industry. This is how 
I explained it in Japan last November. I said: 

“Our U.S. policy to seek elimination of trade barriers remains unchanged and 
the tremendous increase in Japan’s exports to the United States thus far in 1959 





Betws © p 


ex 
lik 
me 
no 
in 


in 


for 





+ ee SS ! 


a 


us 


yal 
yw 


nd 
59 


FOREIGN COMMERCE STUDY 191 


and the favorable outlook for the remainder of the year hardly suggest there is 
a strong sentiment in the United States to restrict imports from Japan. Further- 
more, we shall do everything within reason to stem the tide of protectionism in 


the United States, for there is no future in protectionism for us or any other 
nation.” 


Then, I said this: 


“We do not intend to see an American industry destroyed by foreign competi- 
tion, however, and we have adequate safeguards in our trade laws which will 
be used to make certain that this does not happen. It is our national policy to 
‘share’ our markets with producers abroad, but not to ‘give’ our markets away.” 

Now, you, I’m sure, are fully aware of the mechanisms available to you for 
protection against injurious imports. No concession is made on any U.S. 
tariff until it is proven beyond doubt that the concession will not exceed the limits 
of the peril point, a point established by the Tariff Commission on the basis of 
public hearings and other studies. If, through changing conditions, a concession 
results in serious injury, you have resort to the escape clause mechanism. The 
Tariff Commission right now is conducting an escape clause investigation of 
typewriter ribbon imports. If you are dissatisfied with these administrative 
remedies, you can work for the enactment of legislation setting a new trade 
policy. 

In each of these instances, the initiative is yours. 
tion have not been idle. 

As a result of our discussions with the Japanese Government, for example, 
Japanese cotton textile manufacturers now have diversified their exports and 
have established voluntary quotas limiting the volume of certain categories of 
textile exports to the United States in order to alleviate the ill effects upon cer- 
tain segments of our textile industry. 

I personally have held discussions with the Hong Kong textile industry to 
explain why it is in their best interests to adopt a similar mechanism of orderly 
marketing and voluntary restraint. I believe I was successful in obtaining agree- 
ment on the principle, and while I know that you in the textile industry are 
not in complete sympathy with the plan recently advanced by the Hong Kong 
industry, I think you will agree that it forms a good basis for further discussions. 

We in the administration have taken other actions to assist you in your 
survival. We have embarked upon some fundamental economic studies of the 
industry. We have set up a Textile Advisory Committee which the Secretary 
of Commerce consults on textile matters. We have established a cotton export 
equalization payment program. And we have done other things, we hope, 
to your benefit. 

In the administration of foreign trade matters we cannot contemplate un- 
economic import restrictions in one field, say textiles, that might result in the 
loss of export sales in another field. Just as the textile industry desires pro- 
tection, many American industries desire markets. The challenge is to expand 
our exports while at the same time keeping our domestic industries strong and 
viable. 

The Government is doing what it can to serve your industry. But much of 
your future depends on the actions you take for yourselves. 

Take the field of foreign trade, for example. You have problems; the world’s 
textile productive capacity is growing constantly and each of the other textile 
producing countries have dire need for expanding hard currency markets. These 
problems are countered, in major part, by 2 billion “under clothed” potential 
customers. These potential customers offer opportunities for your survival. 

During my trip to some 22 countries on the major continents last year, I 
talked personally to thousands of businessmen, government leaders, and just 
plain consumers. I found that there is a tremendous desire for American prod- 
ucts, including textiles. 

To offer just a few illustrations, the alert American textile salesman might 
have taken advantage of the following trade opportunities reported to the Depart- 
ment of Commerce last year: 

A firm in Thailand wanted cotton and nylon underwear for men and women on 
the basis of continuing $5,000 shipments. 

And listen to these opportunities in England: 

Cotton and rayon fabrics, dress weight, plain dyed and printed, weight from 
4to 8 ounces per square yard, lower to medium quality ; 


Nylon fabrics for lingerie, blouses, ete., for women, of medium quality desired 
for direct purchase; and 


But we in the administra- 
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Fabrics for fashion dresses, lingerie, and children’s wear, including woolens, 
silks, cottons, synthetics, etc., desired for direct purchase and agency ; 

Continuing England’s published requests : 

Textiles for soft furnishings, including cottons, synthetics (nylon, dacron, 
ete.) for quilts, curtains, bedspreads, covers, and all soft furnishings for use 
in manufacture, approximately 20,000 to 100,000 yards per fabric in all qualities 
and price ranges desired for direct purchase and agency ; 

Fabrics, 67 percent dacron, 33 percent cotton for use in manufacture 
of raincoats for direct purchase; and 

Textile piece goods, made of wool, cotton, and rayon, suitable for coats, suits, 
dresses, and shirts for women, for direct purchase. 

These are new markets opened up by the removal of import restrictions. 

A firm in Germany wanted cotton and rayon print cloth for cloth printers. 
Germany has lifted its import restrictions against U.S. textiles and we're told 
that opportunities there abound—for the alert salesman. 

Australia, too, has lifted its import restrictions on American summer use 
textiles, and our consulate in Canberra reports a growing demand there for Amer- 
ican cottons and synthetics. Quoting from a Foreign Service dispatch, ‘This 
is a lucrative market which requires attention.” 

Our reports from the new nation of Ghana also indicate a growing demand 
for American textile products. 

And, as I’ve said, these are only a few illustrations. 

Change is inevitable; price, of course, is a feature. But American textiles, 
because of their styling, quality, and advanced technology, are both wanted and 
salable in world markets. 

Some of you may be familiar with my ideas on how American producers can 
increase their export sales. So rather than repeat them, I want to quote from 
the keynote speech of Mr. Carl R. Harris, the president of the Southern Textile 
Association, when he opened the association’s 21st annual meeting in Asheville, 
N.C., on July 5, 1929. 

In 1929, this is what he said: 

“Today as never before we are feeling the effects of keen competition in foreign 
markets. * * * Wecan meet our part of this in two ways. 

“First, by producing goods of superior quality. This should be an easy mat- 
ter with our educated and highly skilled southern born people to man the 
operations. 

“Second, we must find ways and means of lowering our manufacturing costs. 
This is the difficult task that must be accomplished and at the same time not 
only retain, but raise the standard of living of the people.” 

This advice is 30 years old, but it’s still good today. To these points I can 
add only the necessity of effective salesmanship—the need for total marketing. 

Last year, total U.S. exports of cotton cloth were valued at $123 million. This 
year, that figure can be increased substantially—if you in the industry decide 
you want it increased and will do something about it. 

The review of observations just presented would be a futile exercise if its only 
purpose were to justify governmental actions and policies. May I therefore sub- 
mit some recommendations based upon this comprehensive study. 

Let us adopt the premise that we all are interested in survival, physical, po- 
litical and economic—but few people in this audience will admit satisfaction in 
the status quo—or less. It is a law of nature that the absence of progress 
produces decline—and certainly it has been American tradition to strive for 
higher standards of living, better products, more sales—in other words, progress. 
How then can we advocate a program of restriction in trade either domestic or 
foreign—for trade is the means by which progress is transmitted into reality 
to the people. 

Market opportunities for the cotton textile industry, as well as for other U.S. 
industries are opening all over the world. American products, with their superior 
quality, advanced styling, and wider range of choice, are admired the world 
over. 

Price is one important factor—but only one, and there is no tangible proof 
that industrywide our prices are excessive. Some elements of the American 
textile industry have countered lower wage rates with greater efficiency, lower 
cotton prices with greater volume and advanced technology. And even where 
prices are difficult to meet, superior merchandising can often develop markets 
by pointing up the other salable qualities of our products. 

Very little of the world’s commerce moves on price alone. 
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Steps must be taken to redouble your efforts in research and product develop- 
ment. The shining example of drip-drys and wash-and-wears shows how whole 
new vistas can be opened up through full product development. A person would 


have to be a rank pessimist not to believe that there are many more such prod- 
ucts awaiting discovery. 

The proportion of national expenditure for textile products must be in- 
creased. Competition with other dollar consuming products such as housing, 
entertainment, transportation, travel—must be met with determination and 
imagination. Outward-looking, optimistic, vigorous sales effort can, without 
doubt, add to the sales potentials of your industry. 

Our national prosperity, safety, and well-being depend upon enlarging our 
economic base. Let’s stop worrying about getting a larger share of a smaller 
market—and devote our thought and energies toward building a bigger market— 


for therein lies our future. 

Senator Corron. When you mentioned improvement of the cotton 
textile situation in the past year in this country, is it your considered 
judgment that it has improved to the point where it needs no pro- 
tection ? 

Mr. HemMenpincer. It is my opinion that it has a vigor which 
does not require additional protection; yes, sir. 

Senator Corron. Well, additional—I mean doesn’t need the contin- 
uance of the voluntary quotas it now enjoys? 

Mr. HemmenpiNcer. In my opinion the voluntary quotas were al- 
ways a practical adjustment to political pressures in the United States 
that would probably have led to some other types of restrictions. 

Purely from the standpoint of the interests of the United States, 
I think voluntary quotas were regrettable. They were a departure 
from our basic trade policies and I don’t think they are required in 
the interests of the United States. 

Senator Corron. You don’t think the textile industry needs them? 

Mr. HemMeNpINGeR. That is my opinion. 

Senator Corron. You may proceed with your next subject. 

Mr. Hemmenpincer. The 13 European countries of the Common 
Market and the EFTA account for less than 10 percent of total Japa- 
nese exports while the United States absorbs ahaen 30 percent. De- 
spite the fact that the 13 countries together constitute the largest 
trading area of the Western World, with total imports in 1959 of about 
$5 billion, nearly three times the total imports of the United States, 
their purchases from Japan came to only $310 million, about seven- 
tenths of 1 percent of the area’s total imports. 

This brings me to the topic of today’s hearings, European regional 
trade blocs. 

If the Organization for Economic Cooperation and Development is 
adopted as recommended by the “four wise men,” it will leave Japan 
as the only major trading and industrial nation outside a regional 
group. The apprehension felt in the United States over the Com- 
mon Market and the EFTA, is magnified a hundredfold in Japan. 
It is greatly feared that the unwillingness of the European nations to 
accept Japan’s imports will be aggravated by the establishment of 
these economic groupings. 

European discrimination against Japanese goods is a matter of 
common knowledge. Despite strenuous efforts by Japan, with the 
diplomatic support of the United States, the following European na- 
tions still invoke article 35 of the GATT and refuse to accord to Japan 


most-favored-nation status: Austria, Belgium, France, Luxembourg, 
Holland, and Great Britain. 
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It is our understanding that in the negotiations surrounding the 
establishment of a broader organization to deal with the European 
problem, the Europeans were not willing to admit Japan, despite 
efforts of the United States. 

The European attitude toward Japan is noted in a very interesting 
report entitled “Study of European Economic Regionalism—A New 
Era in Free World Economic Politics,” made by a special study mis- 
sion led by Congressman Frank Coffin of the Subcommittee on Eu- 
rope of the Committee on Foreign Affairs of the House of 
Representatives. 

This report said : 

Nothing could be more dangerous in the long run than to adopt the thinking 
that there is no place in Europe for Japan. 

The subcommittee suggested that the OEEC be expanded to in- 
clude, in addition to existing members, the United States, Canada, 
Japan, India, and a Latin American country such as Brazil. We 
heartily endorse this suggestion. 

The Common Market was established on the principle that an ex- 
panded worldwide trade would contribute to economic growth. If 
the market abandons these principles and turns inward, it will have 
serious repercussions not ar for the United States and Canada, but 
also for Japan and the other non-European nations of the free world. 

Those outside the blocs must look to the United States for leader- 
ship in insuring that the development of regional blocs will have 
the result which encouraged the United States to support their 
establishment. 

Senator Corron. Thank you very much. We appreciate very much 
your presentation, sir. 

Mr. Hemmenpincer. Thank you, Mr. Chairman. 

Senator Corron. Now counsel desires to present for the record a 
statement of Mr. Daniel T. Buckley, chairman of the Government 
Relations Committee of the Coal Exporters Association, Inc., of 
Washington, D.C.; a statement of Dr. R. Buford Brandis, chief 
economist of the American Cotton Manufacturers Institute, Inc., of 
Washington, D.C.; a statement from the Chase Manhattan Bank; 
Mr. Paul R. Porter, of Porter International Co.; and the National 
Farmers Union. Also, the record will remain open for 2 weeks from 
today—a period of 2 weeks from today to receive additional state- 
ments. 

(The documents referred to are as follows:) 


STATEMENT OF DANIEL T. BUCKLEY, CHAIRMAN, GOVERNMENT RELATIONS ComM- 
MITTEE, COAL EXPORTERS ASSOCIATION OF THE UNITED STATES, INC. 


My name is Daniel T. Buckley. I am chairman of the Government Relations 
Committee of the Coal Exporters Association, Inc., and assistant to the presi- 
dent of Castner, Curran & Bullitt, Inc., 60 East 42d Street, New York City, ex- 
porting subsidiary of Eastern Gas & Fuel Associates, and my office is located at 
338 Washington Building, Washington, D.C. 

I submit this statement on behalf of the Coal Exporters Association of the 
United States to provide you with the views of that association regarding the 
discriminations against shipments of American commodities to various countries 
throughout the world being covered by your committee in these hearings. 

So that the committee may understand what the Coal Exporters Association 
is I might explain that: 

The Coal Exporters Association of the United States, Inc., is a nonprofit organi- 
zation established in 1945 to promote the export of coal and its byproducts. The 
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association represents all major coal exporters in the United States and Canada. 
It accounts for approximately 95 percent of all coal exports. The association is 
an affiliate of the National Coal Association, which represents more than two- 
thirds of the commercially produced and marketed bituminous coal in the 
United States. The Washington offices of the Coal Exporters Association are 
housed with those of the National Coal Association in the Coal Building, 1130 
17th Street NW. ‘The objectives of the association are— 
To promote and encourage the increased exportation of the products and 
byproducts of the coal and coke industries of the United States; 
To promote and encourage the consumption of U.S. coal and coke in any 
and all foreign countries ; 
To cooperate with members of the coal and coke industries and the public 
on problems affecting the exportation of coal and coke; and 
To prepare and issue such information as will be helpful in promoting 
these objectives. 

While the coal exported by the members of the association is sent to most of 
the countries of the world, the larger part is exported to the countries of 
Europe. 

During the calendar year 1959 the members of the Coal Exporters Associa- 
tion exported approximately 25 million tons to 44 countries throughout the world, 
at an average value free on board loading ports in the United States of approxi- 
mately $10 per ton. This $10 includes the price of the coal at the mine and the 
rail freight to the tidewater shipping port of approximately $4 per ton. 

As you will note, the total volume approximates $250 million and in our case 
represents the contribution of the bituminous coal industry through its coal ex- 
porters in helping to reduce the balance of payments deficit that confronts our 
country at the present time. 

So that the committee may have a better understanding of our problem, I 
am appending hereto statistical table No. 1 captioned, “U.S. exports of bitumi- 
nous coal, by countries of destination and continental groups, 1950-59,” and statis- 
tical table No. 2 captioned, “U.S. exports of anthracite, by countries of destination 
and continental groups, 1950-59.” The source of this information is the U.S. 
3ureau of Mines; U.S. customs data supplied by the Bureau of Census. You 
will note from the statistical tabulations the Dominion of Canada is shown as 
receiving a very substantial tonnage of coal; however, the coal moving to 
Canada is a rail-lake movement in most instances, and, of course, is not part 
of what we term our overseas shipments of coal and therefore is not included in 
the $250 million to which I referred in a previous paragraph. 

The coal exporters of the United States in the postwar period have had to 
meet a continually changing set of conditions with respect to its foreign trade 
and export of coal. I will very briefly trace the change that has taken place 
since the close of World War II in September 1945. 

It was apparent in the postwar period that if Europe was to get back on its 
feet the United States would have to help these European countries in a very 
material way. A basic commodity needed for the restoration of the various na- 
tions on the continent of Europe and in the British Isles was a sufficient amount 
of bituminous coal to enable them to get their industries rolling again, because 
their production of coal had suffered a very severe decline during the period of 
the war. 

In the postwar period between 1945 and 1950 the greater part of the volume 
movement was financed with U.S. dollars, first, through UNRRA and second, 
through the Foreign Aid Assistance Act of 1948. The tonnage movement in some 
of those years totaled as much as 40 million tons. 

Since 1950, and beginning with the Mutual Security Act of 1951 there has 
been a gradual change especially after the Korean war, to the payment of what 
we in our industry designate as “free dollars” for the purchase of coal. The 
amount of financing under the mutual security program, originally by the 
Economic Cooperation Administration and subsequently by the International 
Cooperation Administration, has been reduced to a point where today the only 
countries receiving dollar aid for the purchase of coal are Korea, which is 
presently taking a very low tonnage by comparison with what they formerly 
took several years ago, and Spain, which is currently purchasing 250,000 tons a 
year. 

This committee has indicated interest in the subject of reduction or elimina- 
tion of foreign import restrictions. I think that the problem that has been con- 
fronting the Coal Exporters Association of the United States with respect to the 





196 FOREIGN COMMERCE STUDY 


Federal Republic of Germany will therefore be of particular interest because it 
is a most glaring example of discrimination at its worst. Not only has it affected 
us in our shipments of American coal to Germany by the imposition of a prohibi- 
tive tariff of $4.76 per ton on any tonnage in excess of 4,415,000 tons during the 
calendar year 1959, but it has enabled the German coal cartel selling groups to 
offer German coal in competition with American coal to countries in Europe at 
prices substantially lower than can be made by the U.S. coal exporter. 

In order that you may more fully understand our problem, I will present a very 
brief summary of what actually has taken place in Germany as a result of the 
action of the Federal Republic of Germany. The Bonn government imposed re- 
strictions on all imported coal irrespective of country of origin, with the excep- 
tion, of course, of those coal producing countries members of the European Coal 
and Steel Community such as France, Belgium, and the Netherlands. They are 
permitted to ship coal into Germany free of any restrictions. 

Initially, the Federal Republic of Germany, through its Minister of Economics, 
Ludwig Brhard, advised the U.S. Government on September 2, 1958, that any 
contracts not in full force and effect after that date would be subject to article 
XIX of GATT, which, as you all know, is the General Agreement on Tariffs and 
Trade of which Germany and the United States are members. 

It is our understanding that our Department of State protested action that was 
taken unilaterally by the German Government in invoking article XIX as not 
permitting them to place quantitative restrictions on a product on which they 
were free to increase the duty. 

The coal-exporting industry, having some 41 million tons of coal under export 
contract to cover a period of the following 3 years, was not too much concerned 
by the restrictions imposed by the German Government in preventing the making 
of any more contracts. The shipment of American coal as based on the volume 
of tonnage we expected to ship over the calendar years 1959, 1960, and 1961, on 
such contracts was approximately 13 million tons annually. 

The Federal Republic of Germany, once again through its Economics Minister 
Ludwig Erhard on January 23, 1959, announced it was the intention of the 
German Government to introduce in the German Bundestag legislation that 
would provide for a curtailment of imports of coal into Germany from all 
countries other than those countries that were members of the Coal and Steel 
Community. His announcement further specified that the total amount of 
American coal that would be permitted for importation by Germany would be 
restricted to 4,400,000 tons and that any tonnage shipped in excess of this amount 
for the calendar year 1959 would have a tariff of $4.76 a ton levied against it. 

Also as a part of the legislation was a provision that any coal shipped from 
the United States to Germany between January 1, 1959, and the effective date of 
the traiff on February 16, 1959, would be charged against the American quota of 
4,400,000 on an annual basis. The tonnage moving into Germany prior to Feb- 
ruary 16, based on bona fide contracts in full force and effect, was at a rate far in 
excess of the annual rate of 4,400,000. The effect of the recommended legisla- 
tion subsequently enacted by the German Parliament was to drastically curtail 
American exports to Germany over the balance of the calendar year 1959. Dur- 
ing the last 6 months of the year the total tonnage of American coal imported by 
Germany approximated 1,300,000 tons. 

The reason given by the German Government was that the American imported 
coal was responsible for all of the troubles of the German coal mining industry 
and accounted for the tremendous increase in coal inventories and the resultant 
unemployment in German mines. 

At this point I would like to say that neither the Ruhr coal group, the oper- 
ators organization, the German miners union, nor the Bonn government indicated 
in any way that importation of cheap foreign oil, which was making serious 
inroads into the German bituminous coal market, had any influence whatsoever 
on the plight of the German bituminous coal industry. 

You might be interested in knowing that the German Parliament on April 10, 
1960, passed the following legislation : 

“Federal Republic, Bundestag, and Bundesrat today passed protective heating 
oil tax. Law provides $5.95 tax per ton heavy heating oil and $2.38 per ton light 
heating oil for 3 years beginning May 1, 1960. Government can by ordinance 

increase taxes if necessary up to $8.93 per ton for heavy and $7.14 per ton for 
light heating oil respectively. Revenue earmarked for social measures for 
miners and 10 percent freight aid for coal shipments.” 

The foregoing is official confirmation of the fact that imported foreign oil 
was having a serious effect on the German bituminous coal mining industry; 
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otherwise no such law would have ever been passed on the recommendation of 
the Federal Republic of Germany. 

We have worked with our State Department very faithfully and assiduously 
over the past 19 months and I want to state that the State Department has 
attempted in every way to help us and to try and get the German Government 
to eliminate the restrictive, discriminatory, and prohibitive protective tariff that 
is now in effect against American coal on any shipments in excess of 4,415,000 
tons. The original proposal of the German Government on what we term the 
customs-duty tariff.quota was that this was to be a temporary measure and would 
expire probably by the end of the calendar year 1959. However, just before the 
close of calendar year 1959 they recommended to the German Parliament, that 
the customs-duty tariff quota be extended for the calendar year 1960. 

The statistical tables attached hereto show very specifically what happened 
in the shipment of American coal to Germany in the calendar year 1959, 
wherein it is indicated that these exports to Germany amounted to 4,463,000 
tons, the lowest volume of exports of American coal to Germany since 1954, 
less than 30 percent of what was shipped in the calendar year 1957 and approx- 
imately 45 percent of what was shipped in 1058. It is our feeling that we have 
been forced to take a drastic reduction beyond what we might consider to be a 
reasonable tonnage, the reasonable tonnage being the shipment of the coal 
which had been legitimately contracted for for shipment over a period of 3 
years ending December 31, 1961. While it is true that the Ruhr coal group ap- 
propriated money to pay off in the form of canceliation fees certain amounts 
to compensate for the failure to ship the tonnage for which there were legiti- 
mate contracts such cancellation fees were usually divided four ways between 
(1) the German importer of American coal, (2) the shipping company that had 
fixed charters for transporting such contracted coal, (3) the U.S. coal exporter, 
and (4) the coal producer. In most instances, the amount trickling back to the 
coal producer after the fee was distributed in no way compensated for the loss 
of tonnage suffered by the producer of coal and the subsequent unemployment 
caused to the American coal miners. 

Recently there has been a further development wherein we now find the Ruhr 
coal group through its cartels as an active competitor against American coal 
in various foreign countries. We find them offering coal at $10 a ton f.o.b. 
Rotterdam for shipment to countries such as Italy. American coal of the same 
quality f.o.b. Hampton Roads has a $9.50 value per ton. It must be very 
apparent to the committee that if Germany needed a $4.76 tariff to equalize the 
difference betwen the landed cost of American coal in Germany and the cost of 
German coal that the instance just cited proves that if the American coal at 
$9.50 had added to it for shipment to Rotterdam a $3.75 vessel freight, its de- 
livered cost at Rotterdam would be $13.26 a ton or $3.26 higher than the Ger- 
man coal. Within Germany the coal cartels sell at a very high price and make 
large profits which enable them to dump their coal in other countries at lower 
prices than U.S. coal, and they can absorb their losses by charging such loss 
against their high profits they made within Germany and are protected against 
U.S. coal competition by the $4.76 protective tariff. 

It is also a fact that in no other country in the world do we have a tariff 
against American coal. We in the coal-exporting industry are most realistic 
in recognizing the fact that countries must do certain things to help their own 
economy, but we do not think the Federal Republic of Germany, that has shared 
so generously in our foreign aid program and which in the fiscal year 1959 
shipped $70 million worth of various products under economic aid of the mutual 
security program administered by the International Cooperation Administration, 
and which in the first half of the fiscal year 1960 has under the same programs 
shipped $34 million worth of various products, is being quite fair to the American 
bituminous coal industry in continuing in full force and effect for the calendar 
year 1960 the iniquitous and inequitable discriminatory tariff of $4.76 a ton. 

We resent deeply the fact that the various German cartel groups are dumping 
their coal in other countries at prices substantially lower than any American 
coal exporter can make and at the same time continue to insist that there is 
need for such a protective tariff to protect the German coal-mining industry. 

Under conditions presently existing we as an industry are trying to meet 
competition wherever we find it throughout the world and bring back to our 
country dollars that are so sorely needed to help us out in our balance of pay- 
ments deficit problem. We are fearful that we may find ourselves confronted 
with the possibility that after Congress leaves some time in July, and while 
our country is interested to the exclusion of all other matters in the forthcom- 
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ing presidential election, the present customs-duty tariff quota system will 
possibly in November 1960 be extended by the Federal Republic of Germany for 
the calendar year 1961, which will wreak further injury on the American bitu- 
minous coal industry. 

Finally, our experience with the functioning of the European Coal and Steel 
Community, in view of what has transpired, particularly with respect to Ger- 
many during the past 19 months, causes us to fear that the new Economic Com- 
munity of Europe made up of the six countries presently members of the Euro- 
pean Coal and Steel Community, and the European Free Trade Association made 
up of seven countries outside of the Coal and Steel Community will put in 
very serious jeopardy our future export market to European countries who have 
been purchasing U.S. coal over the past 10 years. One of the members of the 
Outer Seven is Great Britain, a substantial coal producer with a large exportable 
surplus tonnage. I believe that this committee with all its influence can be of 
assistance in curtailing the definite discriminatory action that presently exists 
in the case of Germany and they will be rendering a very real and vital service 
not only for the U.S. bituminous coal industry but for the mineworkers, the 
railroads, and all those who share in such a material way in the foreign business 
that has been developed for American coal over a period of the past 13 years 
by those companies members of the Coal Exporters Association of the United 
States who, at considerable expense, have developed a substantial foreign market 
which may be lost if the present trend continues. 

Thank you very much for according me, on behalf of the coal exporters of the 
United States, an opportunity to present to you our views on this most important 
matter. 
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THE AMERICAN COTTON MANUFACTURERS INSTITUTE, INC., 
Washington, D.C., May 10, 1960. 
Senator WARREN G. MAGNUSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
New Senate Office Building, Washington, D.C. 


Dear SENATOR MAGNUSON: On November 12, 1958, at hearings before your 
committee’s Special Subcommittee To Study the Domestic Textile Industry, five 
representatives of the Textile Export Association of the United States presented 
a detailed analysis of the export problems faced by the American cotton and 
manmade fiber textile industries. Their testimony together with comments of 
the subcommittee chairman, Senator John O. Pastore, may be found at pages 
1358-1375 in part IV of the printed hearings. 

Since that time there has been no significant amelioration of the difficulties 
harassing exporters of American textiles. In many respects, conditions respon- 
sible for the contraction in our export trade have worsened. For example, over- 
sea shipments of cotton textiles in 1959, a year of almost worldwide economic 
improvement, were smaller than in 1958 when many countries, including the 
United States, were afflicted by a general recession in trade. Our cotton textile 
exports last year fell to a postwar low of 472.6 million square yards as against 
500.5 million square yards in the previous year. Despite the enormous growth 
of world population and rising living standards over large portions of the globe, 
American cotton textile exports are now about on a par with those of 1913. 

U.S. exports of manmade fibers and products were 217.7 million pounds in 
1959, up 17 percent from 1958, while imports at 166.2 million pounds were up 
49 percent. Except for 1955, the export balance at 51.0 million pounds was the 
smallest since 1950. 

Indications are that volume this year may descend below the discouraging 
level of 1959. Since the beginning of the century Cuba has been a foremost 
foreign outlet for American textiles. In 1959 its takings included 53.4 million 
square yards of cottons and 10.0 million square yards of synthetic woven goods. 
In mid-December of last year the Castro government imposed a virtual embargo 
and since then business has been at almost a complete standstill. The February 
statistics are typical. In that month shipments of cottons fell to a mere 40,000 
square yards and synthetics to 35,000 square yards. 

Meanwhile, the Cuban Central Bank has failed to honor bills for textiles im- 
ported from the United States in the last 4 months of 1959. This indebtedness 
is estimated at $7 million. Up to now we have been unable to discern any will 
ingness on the part of the Castro government to pay this debt or relax the 
embargo. 

Early in April the Union of South Africa raised duties on unfinished and 
printed synthetic fabrics and on printed cottons as well. South Africa is a 
prime example of discrimination against American textiles. A bounty fee or 
tax equivalent to the American cotton equalization fee is imposed on many types 
of American cotton goods. This tax, however, is not extended to other foreign 
goods even though the bulk of them are made from American cotton bought 
under the two-price or Public Law 480 programs. In 1958 exports to South 
Africa included 29.7 million square yards of cottons and 16.7 million square 
yards of manmade fiber fabrics. In 1959 they fell to 22 million square yards of 
cottons and 14 million square yards of synthetics. 

Pleading currency stringency, Venezuela put all imports of American textiles 
under license on March 4, 1960. Shipments to that market have been dwindling 
since tariffs were raised to exorbitant levels in April 1958. They amounted to 
33.2 million square yards in that year but fell to 19.9 million last year. 

Other countries which have raised barriers in the last few months include 
Guatemala, Honduras, and Chile. 

In our testimony before the Textile Subcommittee, we made this plea: 

“As the members of the Senate committee are well aware, we have not suc- 
ceeded in obtaining what we regard as our fair share of ICA purchases of what 
they term ‘fabricated basic textiles.’ For example, during the fiscal year ended 
June 30, 1958, ICA spent $68 million for textiles but only $10 million went to us. 
In the previous fiscal year, its textile expenditures reached the grand total of 
$96 million but only $7 million, or 74 percent, went to us. Cotton textlies repre- 
sent a product of a surplus agricultural commodity but the ICA has refused to 
give any quantitative share to this country which is in direct contradiction to 
their insistence that all procurement of dairy products and flour, also products 
of agricultural surplus commodities, must be made in the United States. 
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“We have never sought all of the ICA orders. We have consistently pleaded 
for 50 percent of the volume based on the formula developed for the American 
merchant marine and which was spelled out in the Payne amendment to the 
foreign aid bill.” 


Following is a press dispatch which appeared in the Daily News Record of 
New York on April 19, 1960: 


“TWELVE PERCENT OF ICA FUNDS USED FoR CLOTH IN 6 MONTHS SPENT IN UNITED 
STATES 


“WASHINGTON.—The International Cooperation Administration spent $22,- 
254,000 for fabricated basic textiles in the July 1—December 31 period and 
12 percent or $2,655,000 were purchased in the United States. 

“Of the $8,013,000 spent for cotton fabrics, $262,000 or 3 percent were spent 
in the United States; synthetic yarns, $5,522,000 spent, of which $262,000 or 5 
percent were spent in the United States; synthetic fabrics, $3,940,000, of which 
$2,050,000 or 52 percent in the United States; and other textiles, $4,779,000, of 
which $81,000 or 2 percent were spent in the United States. 

“All of the $19,211,000 expenditure for raw cotton was spent in the United 
States. 

“Of the $6,162,000 spent for raw wool, none of this was purchased in the 
United States. 

“ICA spent $6,548,000 for textile machinery, of which $321,000 or 5 percent 
came from the United States.” 

The gradual downward trend in procurement in the United States has been 
continuous. It will be further accentuated by the fact that the ICA has 
recently agreed with the Vietnamese Government that the present provision 
covering U.S. procurement of textile products will be eliminated and when 
this happens the percentage share of American textile procurement by ICA will 
be practically zero as this was the only market where any reasonable share of 
the total still went to the United States. 

It should be borne in mind that a great portion of these textile expenditures 
are for cotton products, and the Government has recognized that cotton is a 
surplus agricultural commodity. We feel that therefore the same action should 
be taken on cotton products in support of our agricultural program as is taken 
in the case of powdered milk, butter, and other agricultural products. In addi- 
tion, much testimony offered in the present hearings underlines the serious 
problems looming as a result of our unfavorable balance of payments. 

It is our belief that the Mutual Security Act should be amended to require 
that at least 50 percent of all textile procurement be made by obligation in the 
United States, not only to aid in the disposal of agricultural surpluses but to 
help correct the present adverse trade balance in textile manufactures. 

Please make this letter a part of the printed record of the current hearings. 

Respectfully yours, 
R. Burorp BRANDIS, 
Chief Economist. 


56266 O-—60, 14 
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THE EUROPEAN COMMON MARKET AND THE EUROPEAN FREE TRADE ASSOCIATION 


Their Significance to United States Business 


The movement toward economic and.political integration of Europe 
will have important effects on both sides of the Atlantic. Although many 
of these effects are largely beyond U.S. control, others can be influenced 
greatly by the policies adopted by the U.S. government in the near future. 

It is necessary at the outset to understand just what is taking 
place in Europe. What has already been done to further European integra- 
tion? What is the situation today and what is scheduled for the next de- 
cade? What changes are these moves toward integration likely to bring 
about in Europe? 

Next it is necessary to consider what these European changes 
will do to U.S. business. How will they affect U.S. exports to Europe? 
to third markets? How will they affect U.S. imports? How about U.S. in- 
vestment overseas? What about the balance of payments? In short, what 
does the U.S. stand to gain or lose commercially and economically from 
European integration? 

But it would be unrealistic to stop there. The effects of the 
movement toward European integration must also be evaluated against a 
political background. Only by considering all the effects -- on the U.S, 
economy, on individual U.S. industries, and on the political structure 
of the Western World -- can we measure the full impact and significance 
to the United States of the dynamic movements which are now afoot in 


Western Europe. 
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FOREIGN COMMERCE STUDY 209 
I The European Common Market 


In Western Europe today there exist two groups of countries 
that have signed treaties establishing certain bonds between them: The 
six-nation European Economic Community (comprising France, West Germany, 
Italy and the Benelux countries of Belgium, Luxembourg, and the Netherlands), 
and the seven-nation BuropeanFree Trade Association (comprising Austria, 
Switzerland, Portugal, Denmark, Norway, Sweden, and the United Kingdom). 
Both groups plan over a period of time to eliminate tariffs and quotas on 


goods flowing from one member country to another. But there the resem- 


The European Free Trade Association is chiefly a commercial 
arrangement among the member countries, with each member free to set its 
own tariffs to the outside world and with no attempt whatever to inte- 
grate the Seven countries economically or politically. 

The European Economic Community, on the other hand, goes far 
beyond a mere commercial arrangement. The Treaty establishing the Com- 
munity calls for plans to coordinate the economies of the six member 
countries -- with a common agricultural policy, a common transportation 
policy, free movement of labor, capital, and services within the Community. 

In addition to eliminating internal barriers to trade, the 
Six plan to adopt a common external tariff, which will gradually replace 
the tariffs of the six individual member countries toward the rest of 
the world. In general this common external tariff will be equal to the 
arithmetic average of the four customs areas that make up the Cammon 
Market (Benelux, France, Germany, and Italy). 

For example consider the tariff on hosiery making machines. 


Before the Common Market, the tariff levied by Italy was 30%; by France 
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20%; by Germany, 6%; and by Benelux, 6%. The arithmetic average is 15.5%. 


The Rome Treaty calls for the Common Market countries to adjust 


percent duty 


their tariffs to this average in three stages, as shown in the chart on 
the following page. 

Generally these adjustments toward the average will make tariffs 
fall in France and Italy (whose tariffs have been high) and will make 


tariffs rise in Germany and Benelux (whose tariffs have been low). 


A 


All tariff adjustments are to be completed not later than the 
end of 1973. However, consideration is now being given to a speed up 
in the schedule. 

It is hard to say whether the reduction of French and Italian 
tariffs will encourage imports as much as the increases in Benelux and 
German tariffs will discourage them. But it is clear that the combined 
effect of the common external tariff and the elimination of internal 
tariffs will be to give suppliers within the Common Market an advantage 
over suppliers outside. 

The Treaty also established a supranational organization to handle 
Community affairs. This supranational organization contains the rudiments 
of a government for the six countries -- an executive commission, a 
parliament, and courts to judge cases arising under the treaty. 

To consider the European Economic Community as a budding United 
States of Burope is probably to confuse the issue more than to clarify it. 
The Six have a long way to go before their organization approaches the 
image of close federal union conjured up by that phrase. But the steps 
toward economic unity that they have already taken are enough to prove 
that the Buropean Economic Community is an important step toward the 
unification of Europe, that it is a going concern, and that is is hex to 


stay. 
For this reason, the Buropean Economic Community has more 


Significance to the U.S. than does the Buropean Free Trade Association. 


| 
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COMMERCE STUDY 


This does not mean that the members of the EFTA are 
Simply means that as a unifying force in Europe the 
if carried to the completion envisaged for it, will 


effect om the U.S. and on Europe than the EFTA will 


less important; it 
more ambitious EK, 
have far greater 


-- commercially, 


The next sections will consider the 


economically, and politically. 


effects on Europe and 


1 the U.S. of the EEC, generally called the 


Common Market. 


Effects due to the operation of the EFTA, insofar as 


they differ from the effects of the EHC, will be covered in a later section 


The Situation 


Since World War II there have been two principal dynamic 


forces at work in Western Europe: 


unification and economic growth. It 


is important to realize that the two, while they reinforce each other, ) 


are by no means interdependent. 


In other words, Western Europe's re- 


markable postwar recovery was not caused by the Common Market. 


In the early post-war years, the rapid growth of production 


and incomes in Western Europe was directly associated with the great 


effort to rebuild its devastated economies. 


During this period, which 


lasted until the early 1950's, most of Europe's energies were turned 


Help from the U.S., both Marshall Aid and an understanding atti- 


tude toward the discriminatory measures against U.S. goods adopted by 


European governments in order to protect their balances of payments, 


allowed this rebuilding to proceed rapidly. 


By the early 1950's, Europe's receovery was almost complete. 


Production and income had resumed pre-war levels. 


turing capacity had been replaced with new. 


Destroyed manufac- 


Dollar discrimination had 


been partly relaxed, and Marshall Aid, while still substantial, was 


mostly military in nature. 


Also, Western Europe's rebuilt economies 





on. 
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had gathered enough momentum to concentrate more heavily on exports and 
to begin to provide more vigorous competition for U.S. goods in third 
markets and in the U.S. itself. 

At the same time that this business recovery was taking place, 
the force of unification also was making progress. In 1948 the Organi- 
gation for European Economic Cooperation was formed to insure the most 
efficient use of Marshall Aid and Europem resources toward economic re- 
covery. In the same year, Belgium, Luxembourg, and the Netherlands formed 
the Benelux Economic Union In 1952 they were joined by France, West Germany, 
and Italy in the formation of the European Coal & Steel Community, in 
which the six countries formed a common market for these two products. 

In 1957 these same six countries formed the European Economic 
Community and the European Atamic Energy Community (Euratom), broadening 
their economic cooperation and laying the groundwork for political co- 
operation as well. 

Up to now, however, the unification movement has had relatively 
little effect on the U.S. Western Europe's economic recovery has had 
much greater impact. Politically, it has given us strong allies. Eco- 
nomically, it has permitted us to shift the emphasis of our foreign aid 
program to the less developed areas and has allowed us to shift as of now 
a small part of the burden to Europeancountries. Commercially, it has 
given us a tough competitor in world markets. 

An important reason for the stiff competition offered by 
European manufacturers is the lower level of European wages. As can be 
seen from the chart below, the hourly wage (including social charges) paid 
to male industrial workers in the Common Market early in 1959 averaged out 


to about one-fourth of the U.S. hourly wage. 
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Hourly Wage Rates for Industrial Workers 
(Adult Males - 1959) 


Index 
Country Basic Wage Social Charges Total France = 100 
Belgium $ 0.59 $ 0.17 $ 0.76 108 
W. Germany 0.58 0.17 0.75 107 
France 0.49 0.21 0.70 100 
Italy 0.40 0.20 0.60 86 
Holland 0.46 0.13 0.59 84 
United States - - $ 2.65 378 


It is easy to overstress the importance of wage rates, how- 
ever. Productivity is generally higher in the U.S., most raw materials 
are less expensive, and transportation costs are often greater for the 
European manufacturer. At any rate, the wage differential between the 
U.S. and Europe is nothing new. 

But the combination of low wage costs, improved techniques and 
capital equipment, and increased manufacturing capacity available for 
export goods has put the countries of Western Europe in a position to 
compete successfully with many U.S. products -- in Europe, in other over- 


seas areas, and in the U.S. itself. 


III What the Common Market will Do for Europe 

The Common Market promises to exercise a decided influence on 
the business growth of Europe in the future. Over the next decade, the 
six member countries will become a mass market with a population almost 
as large as that of the U.S., and with the potential for a rapid rise 
in the standard of living. 


The Common Market will also stimulate competition, leading to 


greater efficiency of production. In the past, many European firms have 
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been used to small, "custom" markets. Wages have been low; production 
runs, small. Mass production has not been developed to the extent it has 
in the U.S. although it has increased substantially in the past decade. 
Competition has been less intense. 

As trade barriers among the Six come down, however, competition 
will become keener. Efficient producers with modern plant and equipment 
will begin to make inroads in markets that were previously protected. 

The most inefficient producers will be shaken out, while the remainder 

are likely to find themselves confronted with lower profit margins and the 
necessity for higher volumes. This will place a premium on improved mar- 
keting techniques, higher skilled (and better paid) labor, more plant 

and equipment spending, more development of new products -- in short, a 


trend toward the type of economy we have in the U.S. 


IV Effect on U.S. Exports 

These developments pose serious problems for the U.S., partic- 
ularly for U.S. firms who depend on export trade. Many individual pro- 
ducers are likely to lose at least part of their export markets in Europe 
and in third countries. It is also true, however, that the same develop- 
ments offer the U.S. certain offsetting advantages provided that we 
adopt proper policies with regard to world trade and do not allow present 


U.S. disadvantages to be aggravated by additional inflation. 


A. U.S. Exports to the Common Market 

Two conflicting forces will work on U.S. exports to the Common 
Market itself. Tariff discrimination and common economic policy will tend 
to displace U.S. goods with products from within the Common Market or its 


associated overseas territories. At the same time, rising income in the 
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Common Market countries will increase the demand for all products. The 
former will tend to reduce certain U.S. exports to the Common Market; the 
latter, to increase certain others. 

First, consider the effects of displacement. In 1959, U.S. 


exports to the Common Market were distributed as shown in the table below: 


PRINCIPAL U.S. EXPORTS TO EUROPEAN COMMON MARKET COUNTRIES 


= 1959 - 

Machinery and Vehicles $420.7 million 
Metals and Metal Manufactures 171.4 million 
Chemicals and Related Products 279.7 million 
Coal, Petroleum & Products, and other non- 

metalic minerals 211.2 million 
Wood and Paper 66.0 million 
Textile Fiber and Manufactures 194.0 million 
Grains and Edible Vegetable Products 410.1 million 
Rubber, Tobacco, other inedible Vegetable Prod. 356.6 million 
Animals and Products, edible 57.2 million 
Animals and Products, inedible 102.9 million 
Miscellaneous 85.2 million 
Total Exports $2, 355.1 million 


Some U.S. exports will be displaced because of tariff discrimina- 
tion. Some undoubtedly will be displaced by the Common Market's common 
agricultural policy, which has not yet been decided upon. Others will 
not be displaced at all. 

U.S. exports most likely to be reduced because of tariff dis- 
crimination are manufactured goods, such as glass products, certain pro- 
cessed chemicals, textile manufactures, office machines, optical and 
photographic equipment, scientific instruments, and various types of 
machinery and equipment. It should be noted, however, that many of these 
vulnerable manufactures involve a high labor component, and are probably 


affected at least as much by lower European labor costs as by tariff dis- 


crimination. 





k 
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Another class of U.S. exports that will be adversely affected 
by the Common Market includes certain agricultural products. The common 
agricultural policy has yet to be decided, but it seems almost certain 
that the policy will tend to favor domestic agriculture to the exclusion 
of many foreign farm products that have heretofore found their way into 
the European market. The adjuncts to this policy, which may include such 
devices as quotas, subsidies and licensing of imports, seem likely to 
affect U.S. farm exports far more than the common external tariff. 

Wheat provides a good example of the potential effects of such 
a policy on U.S. exports to the Common Market. In 1959 U.S. exports of 
wheat to the Common Market totaled $45 million. A large majority of 
this was sold to West Germany and the Benelux countries. At the same 
time, however, the Common Market countries grow nearly as much wheat 
as the U.S. (24.4 million metric tons in 1955 vs. 25.5 million metric 
tons in the U.S.), with most of it grown in France and Italy. Whatever 
the final form of the Common Market's agricultural policy, its aim may 
well be to satisfy the German and Benelux markets for wheat with French 
and Italian production in preference to U.S. production to the extent 
possible. 

This diversion also is likely to take place with respect to 
fruits and vegetables $58 million in U.S. exports in 1959), but it may 
not have any major effect on U.S. exports of feed grains, such as corn 
($89 million), because of insufficient production within the Common Mar- 
ket and its associated overseas territories. 

As the Common Market's agricultural policy has not yet been 
fixed, the best way to consider the future of U.S. farm exports to the 


Six is to consider safe only those crops which cannot be grown in sufficient 
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quantity or at a high enough level of quality to displace them. 

At the present time cotton, oilseeds, fats and oils appear to 
fall into this category of "non-replaceable" items. Tobacco probably 
does, too, because the type grown in the U.S. may well prove impossible 
to duplicate in Africa. 

One large category of U.S. exports to the six countries will 
be practically unaffected by the Common Market. This is crude materials 
and fuels, most of which have been placed on the free list or have low 
tariffs. Shipment of these totaled $854 million in 1958, or 36% of all 
exports to the area. Many of these are in short supply in the Common 
Market, and, although some are available in the African territories, 
they have been granted no tariff preference. 

Likewise, not all manufactures will be affected. Aircraft, for 
example, will face a common external tariff of 12-15% at the end of the 
transition period; but trade in aircraft is determined by quality and 
design rather than by tariffs. Many items of specialized machinery and 
components (such as the presses for automobile bodies and certain automated 
machine tools) and some specialized types of finished steel are produced 
only in the U.S. or else the U.S. retains a substantial lead in technology. 

Other products whose export to the Common Market is expected 
to increase are iron and steel scrap, cotton, copper concentrates, non- 
ferrous scrap and possibly tobacco. 

The overall diversionary effect on U.S. exports to the Common 
Market may not be prohibitively large. As can be seen in the table on the 
following page, items which are displaceable to any considerable degree 


totaled $475 million in 1958 -- about 20% of the total to the Common 


Market area and 3% of total exports to all areas. However, it is clear 
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that the effect on some U.S. industries could well be serious. These 
losses would, however, not all occur at once, but would take place 
graduslly over the transition period. 


s to EX Countries - 1958* 
(in millions of dollars) 


I Displaceable at least in Part 
Machinery, nes 145.0 
Electrical Machinery, etc. 51.6 
Metal Working Machinery 48.5 
Power Machinery, nes 0.4 


o- 
“WW 
JIN 


| 
ON 


Organic Chemicals 
Chemical Material Products, nes 
Wheat, unmilled 


ox) 


4 


II Displaceable to a lesser extent 
Petroleum, crude, etc. dat 
Petroleum products 4e 4 
Road Motor Vehicles 36.3 
Maize, unmilled 48.5 
Iron and Steel S.e 


Animal oils, fats 43.1 $225.2 





III Probably not Displaceable 
Cotton 207.2 
Scrap Iron & Steel 50 
Copper 100.6 
Coal, coke, etc. 262.4 


Vegetable fats and o 
Oil seeds, etc 1.0 
Crude Rubber, etc. 53.7 
Aircraft 3 


58.5 
Tobacco, unmanufactured 89.4 $928 .7 


Total of Sample $1,628.5 


Source: Commodity Trade Statistics, United Nations Statistical 
Papers, Series D. Vol. VII, No. 4. 


* This table includes a classification of United States exports to 
the Common Market countries, classified according to the 3 digit 


SITC classification. The 22 commodity groups enumerated account 
for 68% of United States exports to the Common Market as of 1958. 
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Discrimination against dollar goods by the countries of Western 
Europe (induced by the post-war dollar shortage) has been substantially 
reduced in the past seven years, but some important restrictions still re- 
main. These take the form of quotas, import licenses, and other controls. 
Among the U.S. products still affected are automobiles, aircraft, and many 
agricultural goods. As the economies of the Common Market countries con- 
tinue to gain in strength, the justification for any special discrimina- 
tion against dollar imports will disappear, and the U.S. should be able 


to press successfully for their removal. 


Over the long run, the prospect for increasing U.S. exports 


ct 


the Common Market countries rests on the fact that countries with more 
to spend buy more -- from abroad as well as at home. Rising prosperity 
and rising incomes in the Common Market provide the U.S. with the 
opportunity to sell more products there, provided we remain competitive 
in price and adopt policies designed to foster world trade. 

Economies like that of the Common Market tend to need more 
raw materials and more foodstuffs as they develop. They also tend to 
buy more manufactures of a specialized nature, including special pur- 
pose machinery. It has been estimated that Europe's imports rise by 
30¢ for every added dollar of income. It is by no means automatic, but 
the U.S. share of this expanding market could possibly more than make up 
for whatever trade diversion takes place. In judging this, it must be 
remembered that the pattern of world-trade never remains static. New 
products and new ways of doing things are constantly being developed. | 
Relative costs are constantly changing. The United States today is 


spending far more than any other nation on research and development. 


These expenditures are almost certain to result in the future export of 
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many products which are not on the list today, and they will help cut 


costs and hold export markets for other products whose outlook at the 


moment appears questionable. 


V Effect on Third Markets 


Competition from Common Market producers in third country mar- 
kets is already stiff, and there is every reason to believe that it will 
become stiffer. The Six have been traders by tradition and necessity in 
the past, and although their resources were turned inward in the immediate 
postwar period, in the long run they must trade in order to import needed 


raw materials. 


Before World War II, Latin America carried out half her trade 
with Germany and Japan. After the war, this trade was sharply reduced 
and most of the slack was taken up by the United States. Recently the 
Common Market countries, and especially Germany, have come back strongly 


to stimulate Latin American trade. In 1957 Cammon Market exports to 
Latin Americans were $1.4 billion, vs. $4.5 billion from the U.S. 

Canada also is sure to be a prime export target for the Cammon 
Market in the years ahead, in order to pay for her rapidly rising<raw 
materials imports. 

Overall, the Common Market has increased its exports more 
than threefold since 1948, passing the U.S. as the world's leading ex- 


porter. This has taken place not because of the Common Market or any 


move toward integration, but because of the recovery of Europe and her 


need to trade. In the future, the increasing competition within the Can- 


mon Market caused by elimination of internal trade barriers will show up 


in even stiffer competition for U.S. goods in third markets. Many of the 


56266 O—60 15 
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same factors which cause U.S. exports to be adversely affected within the 
Common Market will also affect U.S. exports to third countries. Particu- 
larly likely to stiffen is competition in chemicals, machinery, trans- 
portation equipment, and other manufactured goods. 

As long as the U.S. needs raw materials and can pay for them 
with manufactures, it is unlikely that it will be driven out of world 
markets by competition from Western Europe. It is extremely likely, how- 
ever, that some areas, such as Latin America, where the U.S. was for a 
time unchallenged as chief supplier, will again become more hotly dis- 
puted markets. And another trend that is likely to continue is the in- 
creasing number of U.S. firms taking advantage of the cost advantages 
of Western Europe by moving their export base inside the Common Market. 
This development, discussed below, again affects U.S. exports both to the | 


Common Market itself and to third countries. 


VI Effect on U.S. Investment Overseas | 
Although the tariff structure of the Common Market discrin- 

inates against U.S. exports in favor of goods manufactured within the six 

member countries, most U.S. firms have found little difficulty in moving 

inside the Common Market and thereby competing on the same terms with 

local manufacturers. More than 350 new ventures have been undertaken by 

U.S. companies in the past three years -- with U.S. companies building new 

plants in the Common Market, licensing the manufacture of goods by a Euro- 

pean firm, or entering into a joint venture with a European firm inside 

the Common Market. A partial list of such moves is appended. 


U.S. investment in the Common Market has shown a marked in- 


crease since 1957. In that year total U.S. investment in the six 
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countries was $1.6 billion vs. $1.9 billion in the United Kingdom alone 
and $8.3 billion in Latin America. In 1958, however, $198 million 
flowed into the Common Market vs. $159 million into the U.K. and pre- 
iminary estimates indicate that the rising trend of U.S. investment 
in the Common Market became even more noticeable in 1959. 
U.S. Direct Investment in European Common Market 
and European Free Trade Area 


(millions of dollars) 


1950 1958 Increase 1957 1958 Increase 
Belgium 65 163 8 156 163 7 
France 217 527 310 457 527 70 
Germany 204 574 370 496 574 78 
Italy 63 264 201 233 264 31 
Netherlands 84 225 141 213 225 12 
Total EEC 633 1753 1120 1555 1753 198 
Denmark 32 52 20 45 52 7 
Norway 24 65 41 62 65 3 
Sweden 58 119 61 118 119 1 
Switzerland 25 60 35 55 60 5 
United Kingdom 847 2058 1211 1899 2058 159 
Total EFTA* 986 2354 1368 2179 2354 175 


* Excluding Austria and Portugal 


SOURCE: Department of Commerce 


Impressive as they are, these figures still represent only 
a minor fraction of total U.S. investment. In 1958 gross investment ex- 
penditures within the U.S. amounted to $59 billion -- about 300 times as 
much as the flow of new U.S. direct investment into the Common Market and 


about 30 times as much as total new U.S. direct foreign investment in all 


countries. 
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In the past, U.S. investment in the Common Market countries 
has been held down by the war, the political insecurity and capital im- 
port controls of the immediate postwar period, and by internal trade 
barriers. Since 1957, however, the situation has changed. Much of the 
awakening of U.S. interest in the six countries has undoubtedly been due 
to the Common Market and the prospect of serving a new mass market on 
the continent of Europe. But much also has been due to the area's rapid 
growth, the incentives that have been offered by some governments and 
the lower labor costs that prevail there. 

One important way that the Common Market has stimulated U.S. 
investment is that it has placed a premium on the experience of U.S. 
firms in operating in a mass market. This is particularly true with 
respect to marketing and large scale distribution skills, and also of 
experience with high-volume production in some lines. | 

The expected rapid economic growth of the Common Market will 
continue to make it attractive for U.S. investment. Capital will be 
needed, and the governments of member countries will continue to offer 
incentives to attract it. Also, as the standard of living improves 
and the European pattern of life becomes closer to that of the U.S., 
more opportunities will open up for investment in new fields such as | 
supermarkets, cafeterias, motels, and ready-made clothing fields which 
have been developed to a high degree of efficiency within the United | 
States. 

Lower production costs in Western Europe have caused some 
U.S. firms to ship components or finished goods produced there back into 


the U.S. market. Evidence does not indicate that this practice is exten- 


sive at present. 
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There is good reason to believe that U.S. investment in the 
Common Market will continue to expand rapidly for the next two or three 
years at least. Generally the types of investment offering the best 
prospects for profit will be those requiring large capital investment, 
where labor is a high proportion of total cost, and where U.S. manufac- 


turing and business skills can be used best. 


VII Effect on U.S. Imports 

The impact of the Common Market will extend into the U.S. home 
market, although its effects on U.S. imports are not likely to be so great 
as its effects on U.S. exports or overseas investment. 

As Europe has recovered, imports of European manufactured goods 
have made significant inroads into the U.S. market. The value of non-food 
manufactures imported from the six Common Market countries increased by 
60% between 1951 and 1956. Since then total U.S. imports from the Six 
have increased by nearly 20%. Part of this increase has been caused by 
reasons of design and style, or has taken place in markets that had not 
been developed by U.S. manufacturers (e.g. -- small cars). But most of 
the rise in imports has been caused by direct competition in goods with 
a high labor content. Imports of machine tools were less than 3% of 
domestic shipments before World War II, but in 1958 they amounted to 7%. 
Farm machinery imports jumped 600% between 1952 and 1957. Imports of 
brass mill products from Western Europe rose from about 1/3 million lb. 
in 1949 to more than 120 million lb. in 1958. 

Reasons for the rise in imports into the U.S. include lower 
European wage costs, rising European productivity, and the availability 


of enough capacity in Western Europe to encourage the introduction of 
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more goods from that area into the U.S. Not to be overlooked either is 
the greatly increased marketing effort of European manufacturers in the 
U.S. market. 

Although the further increase of imports from the Common Mar- 
ket is not likely to be as great as it has been during the period of 
European recovery, many U.S. industries can expect rising competition for 
the home market. Among those affected by imports from Europe are: Auto- 
mobiles, processed chemicals, electrical equipment, machinery, leather, 


china and glass, textiles, and scientific instruments. 


VIII Effect on U.S. Balance of Payments 

The effects of the Common Market on individual U.S. industries 
are summed up in its effect on the balance of payments. Although not the 
cause of our balance of payments problems, the Common Market is a contribu- 
ting factor and forces upon the United States more sizeable adjustments 
than otherwise would be necessary. Imports will become increasingly com- 
petitive in the U.S.; our exports will face stiffer competition in Europe 
and elsewhere. U.S. investment capital will continue to flow into Western 
Europe. 

On the other hand, increasing demand in the Common Market for 
goods produced in the U.S. will tend to stimulate exports; earnings on 
U.S. investments in Europe will expand and act to offset the capital out- 
flow; improved financial health should encourage further relaxation of 
dollar controls by the Common Market countries and allow them to assume 
a larger part of the burden of foreign aid. 


For the present, the Common Market probably will tend to 


aggravate our balance of payments problem. But its effects in this 
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respect do not appear to be so extreme as to warrant this aspect of the 


matter to exert a decisive influence on U.S. policy. 


IX Effects of the European Free Trade Association 

The effects on U.S. business of the European Free Trade Associa- 
tion will be less marked than the effects of the Common Market because 
the EFTA is less ambitious in its plans. Also, unlike the Common Market, 
there is some question concerning the long run future of the EFTA. One of 
the primary objectives in organiaing it was to establish a relationship 
between non-members of the Common Market in Europe so as to deal more 
effectively with EEC in arranging, if possible, a more satisfactory trade 
relationship between all countries of the two groups. 

The members of EFTA agree to remove their tariffs against each 
other by stages over a ten-year period, creating a free trade area. 
They do not plan to establish a common external tariff, however, as the 
Common Market will do. Further, agriculture is excluded entirely from 
the EFTA agreement, and most crude materials are free of tariffs regard- 
less of their source. 

This means that the direct effects of EFTA on U.S. exports 
will be limited almost entirely to manufactured goods, which make up 
about two-fifths of U.S. exports to the area. Effects will vary widely, 
with the U.S. at an increasing disadvantage, generally, in industries that 
are well developed in the U.K. and carry high tariffs (such as textiles, 
electrical equipment, chemicals, and automobiles), but with little effect 
probable in industries where design is the determinant (such as aircraft), 


where demand is expected to grow faster than the area's capacity to meet 


it (such as construction equipment), and where the U.S. holds a technological 
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edge (such as office machines, certain metal working machinery and 
other specialized equipment. ) 

Eventual free trade within the area is expected to stimulate 
its over-all growth, although the rate is not likely to be as rapid as 
in the Common Market. This increased rate of growth will improve the 
demand for U.S. exports of such products as feed grains, oil seeds, 
tobacco, aluminum, and copper, as well as the manufactures listed above. 

EFTA will serve as a much less powerful magnet for U.S. in- 
vestment than the Common Market. For one thing, U.S. investors are al- 
ready well covered there: In 1958 U.S. firms had a total of $2.4 
billion invested in the EFTA area, of which 87% was in Britain. 

The biggest deterrent to increasing U.S. investment in the 
EFTA, however, is doubt as to its permanence. As suggested, the pri- 
mary aim of the Seven is to develop a more satisfactory commercial 
relationship with the Common Market. There is a tendency on the part 
of U.S. business, therefore, to adopt a wait-and-see attitude toward 
investment in the EFTA area as long as the possibility of a merger 
between the two groups exists. 

In the long run, U.S. investment in the EFTA depends on 
political as well as strictly commercial considerations -- as does, in 


fact, the existence of the EFTA. 


x Summary and Conclusions 
The foregoing analysis of the effects of the European Common 


Market and the European Free Trade Association on U.S. trade and invest- 


ments is summarized below, together with certain conclusions that follow | 
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from them: 


The movement toward European integration promises to cause a 
number of adjustments in United States trade. Creation of larger in- 
ternal markets in Europe, coupled with the disappearance of internal 
trade barriers, will enhance the strength and competitive position of 
European producers U.S. exporters of certain manufactured goods in 
particular will probably find competition increasingly difficult, not 
only in Western Europe but in third country markets as well. Likewise, 
there is danger that a movement toward wider protectionism in European 
agriculture will affect the market for U.S. farm exports. At the same 
time, however, the European economy is expected to grow more rapidly 
than would be the case in the absence of the Common Market or the 
European Free Trade Association, and this factor will act to expand 
shipments of those U.S. products which remain competitive. The net 
result of these conflicting trends, in terms of total exports, cannot 
be determined. 

2s The development of the European Common Market has acted to 
stimulate the flow of United States foreign investment to that area. 
Many U.S. firms are establishing facilities or otherwise making arrange- 
ments for production within the Common Market, primarily to service 
that area (in lieu of exports from the U.S.), and in some instances 
as a base for exports to third countries. Some companies also expect 
to export to the United States, although this latter factor does not 
appear to be a dominant motive for investment. Labor costs in Western 


Europe today are substantially below those in the United States. 


The combined effects of increased competition for United 


States exports, increased imports into the United States, and an 
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expanding overseas investment, add to the United States balance of 


payments problem and make it more difficult to solve. 


effects do not appear to be of decisive magnitude, in the sense that 


they 


create a problem which cannot be overcome. Moreover, the growing 


strength of the 


Yommon Market as well as the area of the Free Trade 


Association, places the Western European nations in a position to give 


greater assistance in military and foreign aid programs -- both of which 


should 


4, 


balance of payments. 


The trend toward economic integration in Western Europe 


clearly i 


interests the Wnited States from a military and 


creates in Western Europe a stronger and more 


ede 


capable of a more rapid rate of growth 


over the longer period and which thereby can serve to support a higher 


nm 


tandard of living, greater military strength, and a more effective 


foreign policy than would 


therwise be the case. At the same time 


European Common Market serves as a vehicle for bringing France and West 


Germany more closely 


links 


together, creating between the two many common 


character and establishing central governing bodies 


to administer common 


which 


Wl 


economic policies and adjudicate economic differences 
might arise. 


The trade differences between the Common Market and the 


European Free Trade Association, 


if allowed to continue indefinitely, 


could tend to weaken the unity and strength of Western Europe as a 


Thole 


wnole. 


build 


6 


Therefore it is in the U.S. interest to encourage efforts to 
2 bridge between these two groups 


After weighing advantages and disadvantages, it would seem 


on balance to be 





interests of the U.S. to encourage wider 
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groupings, both economic and political, to develop in Western 
Europe. At the same time it is important that the U.S., in 
supporting these wider groupings, avoid paying an unduly high 
penalty in the form of discrimination against its own trade. 
This means that the United States should work through the 
General Agreement on Tariffs and Trade and other international 
organizations such as the proposed Organization for Economic 
Cooperation and Development, to reduce such discrimination. 
At the same time, the United States should continue to press 
vigorously for the elimination of special discriminatory 
measures still maintained against dollar imports in certain 
European countries -- an unnecessary holdover from the period 


of dollar scarcity in the past. 
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U.S. INVESTIAENT IN “JESTERN EUROPE 1958-1959 


& LIST OF COuPANIES WITH NEV OPERATIONS 
IN “WESTEaAN EUROPE DURING 1958-1959 
(SINCE THS STaxT OF THE EUROPEAN COM#iON 


MARKET ) 


Economic Research Vevartment 
October 1, 1959 











U.S. Company 


Country 


Operation 





CHEMICALS AND DRUGS (30 companies) 


Abbot Laboratories Co. 
Chicago, Illinois 


American Cyanamid Company 
New York, New York 


(Lederle Laboratories Div.) 


American Home Prodicts Corp. 
New York, New York 


Archer~Daniels-Midland Co, 
Minneapolis, Minneseta 


Argus Chemical Corporation 
Brooklyn, New York 


Baxter Laboratories Inc. 
Morton Grove, Illinois 
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France 


Germany 


Italy 


Netherlands 


Belgium 


Italy 


Belgium 


Bel gium 


Belgium 


Abbot Laboratories S.A., St, 
Remy, received an Export-In~ 
port Bank credit of 95 million 
francs for plant expansion 
and modernization. 1958. 


Formica Ltd., belonging to 

the Rue group in which AC has 
a 40% interest, has established 
a subsidiary in Germany. 1958 


Will establish Cyanamid Ita’ « 
Sp.A., fifth of its overseas 
producing facilities. 195. 


Established Cyanamid — Katjen 
N.V., together with the Royal 
Sulphuric Acid Factory of 
Katjen, to produce chemicals 
for high octane gasoline, 
1959. 


Cyanamid of Great Britain Ltd, 
opened a large plant for pro- 
duction of antibiotics and 
pharmaceutical specialities 
in April 1958. 


Lederle—Belge established by 
Lederle's London subsidiary. 


Plans to complete new pharmaca~ 
tical laboratory at Aprilia 
in 1959. 


Agreement with Palmafina S,A, 
of Brussels for the production 
of soap products near Ghent. 
1958. 


S.A. Argus Chemical formed 
with Union Chimique Belge, 
Brussels, to manufacture vinyl 
plasticizers and stabilizers, 
1958. 


Subsidiary established in 
1958. 
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U,S. Company Country Operation 
| 
Bristol-Myers Company Germany Acquired a cosmetic firm in 
New York, New York Frankfurt in 1958 and plans 
to build a new plant this 
yeare 
Godfrey L. Cabot France Texas Butadiene participating 
Boston, Massachusetts in new synthetic rubber plant 


to be built near Shell re- 
fining and chemical complex 

at Berre near Marseilles, 
Plant to come into production 
in 1961 with 50,000 tons a 
year ~ about enough for French 
domestic needs. Cabot already 
has a carbon black plant at 


| Berre. 1958. 
Capital Plastics, Incorporated Bel sium Capital Plastics Europe S.A. 
| Rochester, New York established at Brussels in 
1958. 
Carborundum Company Bel gium Subsidiary established in 
Niagara Falls, New York 1958. 
Collins Chemical Company Italy Plans to establish plant in 
New York, New York Milan to prodice essential 


oils amd aromatics for food 
industry. 1959. 


Columbian Carbon Company Italy Columbian Carbon Europa will 
New York, New York build a $6-million plant near 
| Milan to go into production 
in 1961 with an annual capacity 
| of 60 million pounds of carbon 


black. 
Cyprus Mines Corporation Netherlands Albatros Sulphuric Acid and 
Los Angeles, California Chemical Works Ltd. established 


jointly with Albatros Super- 
fosfaatfabrieken. Will build 
a sulphuric acid plant at Pernis, 
near Rotterdam to be one of 
Europe's largest. Albatros 
| is floating Fl. 5.5 million 
capital issue to finance its 
share of the undertaking. 1959. 


E.I, Du Pont De Nemours & Co. Belgium Du Pont de Nemours (Belgium) 
Wilmington, Delaware S.A, established October 1958 
to manufacture lacquers, 
| enamels, paints, varnishes and 
thinners for automotive, in- 
dustrial and household use,.Plant 
at Malines to be built in 1959. 


56266 O—60 16 
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U.S. Company 





EeI. Du Pont (continued 


Max Factor of Hollywood 
Hollywood, California 


Foster-Wheeler Corporation 
New York, New York 


W.R. Grace Company 
New York, New York 


Eli Lilly & Company 
Indianapolis, Indiana 


Merck & Company, Incorporated 


Rahway, New Jersey 


Parke, Davis & Company 
Detroit, Michigan 


Country 


Netherlands 


Switzerland 


U. K, 


Germany 


U. K. 


France 


Belgium 


Italy 


Netherlands 


Belgium 


FOREIGN COMMERCE STUDY 





Operation 





Will build plant to produce 
orlon staple and tow mar 
The Hague. The plant, to be 
completed in 1961 will lave 
a capacity of 15 million lbs, 
Pease 1959. 


Is moving its European offices 
from London to Geneva. Du Pont 
de Nenours International S.A, 

established at Geneva to handle 
sales and credit matters, 1959, 


Building a neoprene and poly- 
ethylene plant in Northern 
Ireland. 1959. 


Max Factor & Company, GmbH es- 
tablished at Cologne in 1959 
with initial capital of MM 
400,000. 


Chemical plant completed in 
1958. Joint venture in atomic 
power formed in 1958 between 
Rolls Royce Ltd, Vickers Ltd. 
and Foster Wheeler Ltd. 


Delwaco S.a.rel. (Paris) 
received an Export-Import Bank 
credit of 185 million francs 
to expand its production of 
plastic packaging materials. 
1958. 


Agreement signed with Labora- 
tories Christiaens, Brussels, 
1958. 


Establishing a new manu- 
facturing affiliate near 
Florence. 


Merck, Sharp and Dohme has 
announced expansion plans 
costing Fl. 3.3 million, to be 
completed in 1959 at Haarlen. 


Panamanian subsidiary is 
building a $850,000 plant, to 
start production of pharmaceu~- 
ticals in September 1960. 
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U.S. Company 


Parke, Davis & Co. (continued) 


Charles Pfizer & Company 
Brooklyn, New York 


Proctor & Gamble Manufaduring Co. 
Towson, Maryland 


Reichold Chemicals Incorporated 
White Plains, New York 


Smith, Kline & French Laboratories 
Philadelphia, Pennsylvania 


Stauffer Chemical Company 
New York, New York 


Sterling Drug Incorporated 
New York, New York 


Tanatex Corporation 


Kearny, New Jersey 


Country 


Italy 


Belgium 


Germany 


Belgium 


Netherlands 


Belgium 


Germany 


France 


Netherlands 
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Two subsidiaries (Panama and 
Canada) have increased the 
capital of S.pea. Parke Davis 
Italia of Rome by $249,000 
and will later increase it by 
$320,000. 1959. 


Established branch for manu- 
facture and sale of pharmaceu- 
tical products in 1958. 


Pfizer GmbH, has acquired real 
estate at Karlsruhe for adminis- 
tration ani laboratory buildings 
to be erected at a cost of 
$750,000. 1958. 


Established branch with capital 
of 500 million French francs, 
and opened plant at Malines. 
1958. 


Established Kunstharsfabriek 
Synthese N.V. 1958. 


Has invested over¥l million 
in Recherche et Industrie 
Therapeutiques, which produces 
antibiotics under Lederle 
license. 1959. 


Established Kali-Chemie- 
Stauffer GmbH jointly with 
Kali-~Chemie A,.G. to produce 
insoluble svlphur. Plant to 
be built at Hanover is to 
enter production by January 
1960. 


Progil-Bayer-Ugine established 
in 1959 jointly with two 
French chemical companies to 
manufacture and sell chemicals 
for adhesives and varnishes. 
It will tuild a factory near 
Grengble. 


Tanatex (Holland) N.V. estab- 
lished in 1958 to manufacture 
chemicals for textile, paper 
and processing industries. 
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S.A. Cobenam established with 
S.A. Petrochim (Ste Chimique 
des Dériv¥es du Petrole), to 
produce polyethelene at a new 
plant at Antwerp, estimated 
volume: 30 million lbs. p.a,. 
1958. 


U.S. Company Country 
LT 
Union Carbide Company Belgium 
New York, New York 
Upjohn Company France 


Kalamazoo, Michigan 


Van Ameringen Haebler Incorporated Netherlands 
New York, New York 


ELECTRICAL MACHINERY (8 companies) 


Black & Decker Manufacturing Company Belgium 
Towson, Maryland 


Burndy Corporation Bel gi um 
Norwalk, Connecticut 

Gould National Batteries Belg ium 
St. Paul, Minnesota 

High Voltage Engineering Corp. Netherlands 


Burlington, Massachusetts 


International Standard Electric Co. Belgium 
New York, New York 


Union Chimique Atlantique 
(Paris) received an Export~ 
Import Bank credit of 85 
million francs to expand its 
facilities for production of 
drugs. 1958. 


International Flavors & Fra- 
grances Inc. established with 
Polak & Schwarz, Zaandam,. 
1959. 


Established branch in 1958. 


Opened its first overseas 

plant at Antwerp in 1958 to 
supply electrical connectors, 
installation tooling and 
related prodicts to electrical 
and electronic equipment manuf- 
acturers, power plants, etc. 
Construction of new plant at 
Malines to start in August 1959. 


Licensing agreement signed 
with Accumulateurs Tudor at 
Florival (Brabant). 1958. 


High Voltage Engineering 
Europe N.V. establisted in 
1959 with initial capital of 
$290,000 to produce apparatus 
for nuclear research at 
Amersfoort. 


Subsidiary established in 
Antwerp 1958. 
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U.S. Company Country Operation 


sacar iin ac eae 


Nuclear Development Corporation Belgium 


N.D.A. Europe formed jointly 
White Plains, New York 


with Societé Générale des 
Minerais. 195€. 


Ronson Corporation Germany Will establish a 


a subsidiary 
Woodbridge, New Jersey at Cologre to produce lighters 


and electric apparatus. 1958 
Ronsm Gmbii to expand plant 
in 1959. 


Westinghouse Electric International Belgium 


Licemsing and other agreements 
New York, New York Co, 


signed with Atelierd Elec- 

triques, Charleroi; Jasper Co., 

Liege (elevators); Cockerill- 
Ougree and Belgo-Nucleaire. 

| 


1958. 


France Société Franco-Americaine de 
Constructions Atomiques (Fra- 
matome) established with a 
French group incleting Le 
yreusot, Jeumont and Ste. de 
Modernization Industrielle 
matériel electrique du Sud- 
Ouest. 1958. 
lestinghouse Electric Europe 
formed in 1959 with initial 
apital of Fe 15 million and 
he adquaiters in Paris. 


Switzerland Westinghouse International 
Atomic Power Company established 
at Geneva in 1958, Manu- 

facturing and technical agree- 

° | merits reached with Ateliers de 

Constructions Electriques de 

Charleroi (Belgium), Fiat (Italy) 

Siemens (Germany) and are being 
negotiated with French interests. 


FOOD (9 companies) 


American Home Products Corp. U. K. 


Began production of infant 
New York, New York 


food in 1958. 
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U.S. Company 


Count ry 


Operation 





Campbell Soup Company 
Camden, New Jersey 


Corn Products Company 
New York, New York 


Food Manufactures Incorporated 
Hackettstown, New Jersey 


General Foods Corporation 
White Plains, New York 


General Milk Company 
Los Angeles, California 


General Millis 
Minneapolis, Minnesota 


H.J. Heinz Company 
Pittsburgh, Pennsylvania 





Italy 


U. K. 


Bel gium 


Germany 


Nether lands 


U. K. 


& 
>, 
g. 
5 


Netherlands 


S.peae Campbell's Soups has 
been formed in Milan (with 
factory at Parma) to produce, 
package and sell foodstuffs, 
Initial capital of $40,000 
and projected tot al of 
$320,000 to be provided 
jointly by Canadian subsidiary 
and U.S. investor J.P. Stitch, 
1959. 


New plant at Kings Lynn to be 
completed in the spring of 
1959. 


Les Industries du Mais S.A, 
established at Antwerp. 1958, 


Deutsche Pet food GmbH, Hamburg, 
recently established marketing 
subsidiary, is to quadruple 

its capital to DM 500,000. 1959 


General Foods (Holland) N.V. 
established at Weesp in 1958, 


New research facilities to be 
completed in 1959 at Alfred 
Bird & Sons, which will also 
make pilot plant equipment. 
Bought Monk & Glass brand of 
Gustard powder in 1958. 


Société Générale Laitiére 
(subsidiary) in 1958 bought 
plant at Louvain and a creamery 
at Assert. 


Has acquired Latham Foods, 
Bromborough, Cheshire, Large 
expansion program planned. 1959 


HJ. Heinz Company Nederland 
N.V. established and Taminiau 
Conserven Fabriek at Elst 
acquired. New facilities will 
be built for Heinz!’ first 
European venture. 1959. 


Opened $18-million canning 
plant in Lancashire; current 
annual capacity of 122,000 tons 
to be raised eventually to 
250,000. 1959. 


{ 
} 
| 
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National Dairy Products Corp. Germany New plant in lower Saxony 


(Kraft Foods Division) placed in operation in 1959. 
New York, New York 


INSTRUMENTS (8 companies) 


Beckman Instruments Incorporated Germany Subsidiary in Munich built new 
Fullerton, California plant in 1957 at cost of 
800,000. 
Central Scientific Company Netherlands Breda is erecting an industrial 


Chicago, Illinois building for their manufacture 


of laboratory and precision 
instruments. 1959. 


Consolidated Electrodynamics Corp. 


Ger many Sub sidiary established in 
Pasadena, California 


Frankfurt a.M. 1958. 


Controls Compan y of Anmprica Netherlands A.P. Controls, Canada, will 
Schiller Park, Illinds invest 316,400 to double 
capacity of 1955 plant of 
Controls ij. Europa N.V. 
Produces controls for oil 
heaters and automatic washing 
machines. 1959. 


The Foxboro Company Netherlanis 


Foxboro (Nederland) N.V. 
Foxboro, Massachusetts 


established in 1959 to make 
measurement control instruments. 
Will build factory at Soest, 
employing 500. 


General Controls Company sermany 


Opened factory in Dusseldorf 
Glendale, California 


for the assembly of automatic 
control apparatus. 1958. 


Penn Controls 


Netherlanis Penn Controls Nederland N.V. 
Goshen, Indiana 


established in 1958 at Am- 
sterdam to produce electro- 
mechanical equipment. 


Texas Instruments Incorpa ated France 


sietappa S.aer.l, (Bonneville) 
Dallas, Texas 


received an Export-Import Bank 
credit of 50 million francs to 
expand its production of control 
instruments for motars. 1958. 


Italy Metals & Controls Company is 
tuilding a plant in Naples to 
make camponents for household 


appliances, 1959. 








244 FOREIGN COMMERCE STUDY } 





U.S. Company 


Count ry 


Operation 





MACHINERY (35 companies) 


American Brake Shoe Company 
New York, New York 


American Machine & Foundry Company 


New York, New York 


American Sterilizer Company 
Erie, Pennsylvania 


Automatic Poultry Feeder Company 


Zeeland, Michigan 


Beloit Iron Works 
Beloit, Wisconsin 


Berkeley Pump Company 
Berkeley, California 


Switzerland 


Ger many 


Italy 


Netherlands 


Netherlands 


Italy 


Italy 


Established Brakeshoe Inter- 
national S.A. in Geneva to 
build or acquire hydraulic 
equipment plants in Europe, 
Early purchase of plants in 

UK and Belgium planned . ."a@ 
major step in substantial 
overseas expansion contempleted 
over the next four or five 
years." 1959. 


First overseas commercial 
plant for production of cigar 
binder was built in 1958, 
Construction for a plant to 
produce cigarette filler was 
contracted for. 


Joint venture with Italian 
manufacturer (S.A.S.1I.B.) of 
Bologna. 1958. 


Acquired majority interest in 
Rotterdam company (now Amsco 
Europ NV) to manufacture 
sterilizing and operating 
theater equipment. 1959 


"Big Dutchman" (Europa) N.V. 
established at The Hapue in 
1958 to produce automatic 
equipment for poultry breeding, 
etc. 


Will concentrate its European 
production of papermill machinery 
at Turin, plans to cut back its 
licensing agreements with Euro- 
pean companies elsewhere. 1959 


Signed licensing agreement with 
S.P.A. Giulio Glisenti of 
Brasgia to make several types 
of Berkeley pumps in addition 
to its own line. Glisenti is 
an old-established manufacturer. 
1958. 
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U.S. Company 


Country 


Operation 
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Black, Sivalls & Bryson Inc, 
Kansas City, Missouri 


Borg Warner Corporation 
Chicago, Illinois 


Brown & Sharpe Manufacturing Co. 


Providence, Rhode Zsland 


J.I. Case Company 
Racine, Wisconsin 


Cincinnati Milling Machines Co. 
Cincinnati, Ohio 


Mrs. L.M. Conlin 
West Miami, Florida 


Crane Carrier Industries, Inc. 
Tulsa, Oklahoma 


Deere & Company 
Moline, Illinois 


Netherlands 


Netherlands 


France 


Nether lands 


Netherlands 


Netherlands 


Germany 


Black, Sivalls en Bryson Ned- 
erland N.V. established as 
main office for further Eur- 
opean subsidiaries and to 
supervise the manufacture of 
oilfield equipment under 
license. 1959. 


Byron Jackson Division is 
building a factory at Etten- 
Leur for production of oil 
well drilling equipment, 
Operations to start 8/1/59 


Put new plant in operation at 
Plymouth in 1958 to manufacture 
machine tools. 


Bought control of Société 
Francaise Vierzon, manufacturers 
f farm tractors and will add 
harvesting and other agri- 
cultural equipment to their 
line. First venture outside 
the U.S, 1958. 

Sté. Francaise de Materiel 
Agricole et Industriel (Paris) 
received an Export-Import 

Bank credit of 600 million 
francs for plant expansion 

ind modernization, 1958. 


Cincinnati-Nederland N.V, will 
expand its machine shops and 
assembly facilities. 1959. 


Machine fabriek Conlin N.V, 
established at Vlaardingen in 
1958 to produce automatic 
vending machines. 


Chassis-Constructiebedri jf 
"Crane Carrier Continental" 
N,V. established in 1958 in 
Rotterdam to produce chassis 
for mobile cranes. 


Heinvich Lanz A.G. (86% owned 
since 1958) produces agricultural 
machinery and tractors, In 1960 
it will expand into the indus- 
trial machinery field, 
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U.S, Company 


Country 


Operation 





Dravo Corporation 
Pittsburgh, Pennsylvania 


Dresser Industries, Incorporated 
Dallas, Texas 


Ex-Cell-O Corporation 
Detroit, Michigan 


Gardner~Denver 
Quincy, Illinois 


Giddings & Lewis Machine Tool Co, 
Fond du Lac, Wisconsin 


Goss Printing Press Company 
Chicago, Illinois 


Greenwood Engineering Co. 
Baltimore, Ohio 


Belgium 


Germany 


Germany 


U. K. 


Netherlands 


Signed licensing agreement 
with Stein & Roubaix, Bressoux 
for the manufacture of boilers, 
pumps and material handling 
equipment, 


Clark Brothers has signed a 
manufacturing agreement with 
Armstrong Siddeley Motors Ltd. 
for the production of Clark's 
gas turbines and heavy com- 
pressors. 1958. 


Ex-Cell-O GmbH is building a 
new factory at Eislingen. 
1959. 


Concluded agreement with 
Keelavite Hydraulics in War- 
wickshire for the manufacture 
and sale of Ex-Cell-O's rotary 
torque actuators. 1959. 


Deutsche Gardner-Denver GmbH 

of Stutteart established in 

1958 with capital of DM 210,000, 

It will produce air pressure 
equipment. | 


Giddings & Lewis+*:aser Ltd. 

formed jointly with Douglas 

Fraser & Sons, Ltd., Arboath 
Scotland, with authorized 
capital of & 1,516,327. Has 

taken over Fraser's plant for 

the production of drilling 

and milling machines &adequip- 
mente 1959. | 


Plant is under construction. 
1959. 


Opened plant in 1957. 


Subsidiary established at 
Groningen to manufacture 
machinery for the Sardboard 
and packaging industry. 
1959. 
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U.S. Company 


Count ry 


Houdaille Industries, Incorporated Belgium 


Buffalo, New York 


International Basic Economy Corp. 


New York, New York 


International Harvester Company 
Chicacso, Illinois 


Kearney & Trecker 
West Allis, Wisconsin 


Landis Tool Company 
Waynesboro, Pennsylvania 


Otis Elevator Company 
New York, New York 


Rheem Manufacturing Company 
New York, New York 


Rockwell Manufacturing Company 
Pittsbureh, Pennsylvania 


S & S Corrugated Paper Machinery 
Brooklyn, New York Co. 


Sundstrand Machine Tool Company 
Rockford, Illinois 


Netherlands 


Belgium 


France 


Beleium 


Bel gi um 


Germany 


Netherlands 


France 


__—_—_—_—— CF - “CH OS 


Ope ration 
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Wales Strippit Inc, and Les 
Ateliers H. Raskin, S.A. 
Lidge, zoncluded a manufac- 
turing amd sales licensing 
arreement. Wales Strippit 
specializes in hole-punching 
equipment for metal stamping 
operations. 1958. 


Valvair (Holland) N.V. es- 
tablished at Amersfoort in 
1958 to produce cutting tools 
and dies. 


idiary established in 


Cie. Internationale des 
Machines Agricoles (Paris) re- 
ceived an Export-Import Bank 
credit of 800 million francs 
to expand its production 
facilities. 1958. 


Bought controlling interest 
in C.V.A. Jigs, Moulds & Tools, 
Ltd. in 1958. 


Acquired John Lund Company, 
Ltd. in 1958 -= manufacture of 
machine tools. 


Established Otis S.A. at 
Brussels. 1958. 


Agreement with Travail Mecanique 
ie la Tole, Brussels, for manu- 
facture and sale of water 
heaters and interior drum 
linings. 1958. 


Acquired two plants in 1957, the 
Ilo workd at Pinneberg and 
Munich, for the production of 
industrial motors. 


N.V. S & S Paper Machinery - 
International (Holland) es- 
tablished at Haarlem in 1958 
to produce machines for 
corrugated cardboard. 


To purchase control of a tool 
company, which will be expanded. 
1959. 
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U.S. Company Country Operation 
Torrington Company Italy Acquired Aghi Zebra San 
Torrington, Connecticut Giorgio of Genova Sestri, mfr, 
of knitting machine needles, 
1928. 
United-Greenfidd Corporation Netherlands Greenfield Tap & Die (Holland) 
Chicago, Illinois N.V. established at Amersfoort 
in 1958 to produce cutting 
tools and dies. 
Walworth Company France Grove-France established with 
New York, New York capital of Fe. 60 million, to 
locate main plant at Soissons 
for manufacture of pipeline 
equipment. 
Worthington Corporation France Worthington, S.A., Le Bourget, 
Harrison, New Jersey received an Export-Import Bank 
credit of 200 billion francy 
to expand its production of 
pumps, compressors, steam tur- 
bines amd refrigeration, 
Italy New plant about to open. 1959 
METALZ & METAL PRODUCTS (13 companies) 
Aluminum Company of America U. K, Imperial Aluminum Company, Ltd. 
Pittsburgh, Pennsylvania established jointly with 
Imperial Chemical Industries 
to manufacture wrought aluminum 
products. Operations to start 
8/1. 
American Motors Italy Kelvinator Division signed 
Detroit, Michigan agreemert with Necchi for pro- 
duction of refrigerator com- 
pressors and parts. 1959. 
American Radiator & Standard Sani- Belgium Ideal Standard S.A. established 
New York, New York tary Corp. in 1958 with two factories. 
France New radiator plant erected 
and facilities for manufacture 
of steel products expanded 
in 1958. 
Armco Steel Corporation France Armco International Corporation 


Middletown, Ohio 


increased the capacity of its 
plant producing small-diameter 
tubing at Pierrefitte. 


1958. 
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Armco Steel Corp. (continued) 


Beryllium Corp. of Pennsylvania 
Reading, Pennsylvania 


Bettinger Corporation 
Waltham, Massachusetts 


Chain Belt Company 
Milwaukee, ‘/isconsin 


National Lead Company 
New York, New York 


Henry Pratt Company 
Chicago, Illinois 


Radio Cornoration of America 
New York, New York 


Standard Press Steel Company 
Jenkinstown, Pennsylvania 


Germany 


Italy 


Belgium 


Italy 


Belgium 


Belgium 


Italy 


Ger ma ny 


Armco International Corporation 
put into operation in 1958 a 
plant at Dinslaken for the 
manufacture of culverts, road- 
guard, etc., jointly with 
August Thyssen-huette A.G. 


Armco International Corporation 
put into operation in 1958 a 
plant near Naples for the 
manufacture of culverts and 
roadguard, jointly with Societe 
Finanziaria Siderurgica S.P.A. 


Consolidated Beryllium es- 
tablished jointly with a sub- 
sidiary of Consolidated Zinc 
Corporation (British) to pro- 
duce nuclear grade beryllium 

in the world's largest beryllium 
plant to be built near Bristol. 
1959. 


Licensing agreement signed 
with Emailleries Crahalt de 
Gosselies, mear kons. 1958. 


Rex-Regina S.A. established 

in Trieste jointly with 
Italian interests for the pro- 
duction of a full line of 
chains. Building new plant 
near Milan. 1959. 


Acquired majority interest in 
Société Chimique des Dérivés 
du Titane S.A. at Langerbrugge 
in 1958 - to make titanium 
dioxide. 


Signed cross-licensing agreement 
with Ateliers J. Hanrez for 
their mfre. of Pratt's valves 
and expansion joints and for 
Pratt's production of Hanrez' 
dust collector, 1959. 


Whirlpool has licensed Oficine 
Galileo in Kilan to make re- 
frigerator compressors. 1959 


Unbrako Schrauben GmbH established 
at Dusseldorf as a subsidiary 

of Unbrako Socket Screw Company, 
Ltd. 1959 
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Timken Roller Bearings 
Canton, Ohio 


Tysart Industries 
McKeesport, Pennsylvania 


OFFICE MACHINERY (7 companies) 


Burroughs Corporation 
Detroit, Michigan 


Dictaphone Corporation 
New York, New York 


IEM World Trade Corporation 
New York, New York 
Royal McBee Corporation 


Port Chester, New York 


Smith-Corona Marchant Incorporated 
Syracuse, New York 


France 


Bel gium 


France 


Netherlands 


Germany 


New 98.1 million plant to be 
built at Colmar in March 
1960, to produce conical 
bearings. (Present plant 
located at Asnieres, near 
Paris). 


Is buying all outstanding 
shares of British Timken Conm- 
pany which it does not already 
own. (Largest manufacturer of 
tapered roller bearings in 
U.K.). 1959. 


Will establish a new plant at 
Tessenderloo for production of 
industrial steel flooring and 
stairs. Investment: BF 10 
million. 1959 


Bought factory near Rouen 
which will come into production 
(adding machines) in July 1959. 


New plant (337,000 sq. ft.) 
completed in 1958 at Cumber- 
nauld, Scotland. 


British subsidiary purchased 
new building in 1958 — at Acton- 
costing $188,000. 


International Buero-Machinen 

of Sindelfingen, near Stuttgart 
will erect a nine~story adminis- 
tration building in West 

Berlin in 1959. 


Constructing new ¥1 million 
plant at Leyden to produce 
computers by 1960, 


Hamann Calculator Company, 
acquired in 1958, makes 10-key 
calculators, Also (through 


merger with Marchant) acquired 
Marchant Rechenmaschinen GmbH, 
Hamburg. 
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U.S, Company 
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Smith-Corona Marchant Inc. (cont. ) 


Sperry Rand Corporation 
New York, New York 


Underwood Corporation 
New York, New York 


PAPER (5 companies) 


Container Corporation of America 
Chicago, Illinois 


Diamond Gardner Corporation 
New York, New York 


International Paper Company 
New York, New York 


Plax Corporation 
Hartford, Connecticut 


France 


Germany 


Germany 


Italy 


Germany 


U. Ki 


Germany 


Bel pium 


Acquired British Typewriters 
Ltd., Birmingham in 1958. Will 
produce portables in 1959. 


New Holland Machine Com 

(a Sperry Rand division) and 
Cie. Remington Rand have agreed 
to manufacture New Holland 
agricultural machines at their 
new Lyon plant. 


Remington Rand GmbH (wholly 
owned) is to double its capital 
to DM 14 million. 1959. 


Bought factory that produces 
addressing machines. 1959. 


Underwood Italiana established 
in 1958 to manufacture office 

machines. Plant opened early 

in 1959. 


Considering expansion of 
facilities. 1959. 


Europa Carton A.G., Hamburg 
has absorbed six German plants 
manufacturing paper cardboard 
and has acquired control of 
Bremer Papier-und Well pappen- 
fabrik A.G. 1958. 


Hartman Fibre Company, Ltd. 
is beginning a »4 million plant 
expansion program in 1959. 


Hch. Sieger GmbH established 

at Cologne jointly with Hch. 
Sieger K.G. with initial capital 
of about $4 million. Expanded 
factories in Hesse and the 
Rhineland will produce paper 
containers, 1959. 


Sidaplax S.A. established in 
1958 jointly with Socikte 
Industrielle de la Cellulose. 
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Scott Paper Company 
Chester, Pennsylvania 


PETROLEUM (9 companies) 


California Texas Oil Company, Ltd. 


NwYork, New York 


Continental Oil Company 
Houston, Texas 


(Continental Carbon Co. Div) 


Getty Oil Company 
Wilmington, Delaware 


Gulf Oil Corporation 
Pittsburgh, Pennsylvania 


Phillipa Petroleum Company 
Bartlesville, Oklahoma 


Belgium 


Belgium 


France 


Nether] ands 


Benelux 


Italy 


Italy 


France 


Bowater-Scott Continental 
established with capital of 

BF 50 million by Bowater-Scott 
Corporation of Great Britain 
and Papeteries de Belgique S.A, 
Will build plant at Lembecqlez- 
Hal to produce household paper 
products, 1959. 


Caltex Petroleum Company S.A, 
established in 1958. 


Cortinental Carbon Company, 
New York, established subsid- 
iary with Phillips Petroleum 
to produce carbon black in 
France; initial capacity 56 
million pounds of type used for 
rubber. 1959. 


Continental Carbon Nederland 

NV to be established in 1959 
with capital equivalent to §1.8 
million. Factory near Amsterdam 
costing ¥2.5 million to be 
completed early 1960 with initial 
capacity of 15,000 tons of 
carbon black p.ae 


Considers building a new re- 
finery in Belgium or the 
Netherlands. 


Acquired 90% of newly built 
refinery near Gaeta (90 mi. 
south of Rome) in 1959. Operated 
by Getty Oil Italiana. 


Constructing a refinery; and 
conducting exploration in 
Sicily. 1958. 


Established subsidiary with 
Continental Carbon to produce 
carbon black in France; initial 
capacity 56 million pounds of 
the type used in rubber manu- 
facture. 1959. 





FOREIGN COMMERCE STUDY 253 


sss 9808980980809 


U.S. Company Count ry Operation 
a 
Societe Du Pipeline Sud-Europeen France Established in August 1958 by 
(Mediteranee-Rhin) 19 petroleum companies including 


California Texas 0il Corporation 
(N.Y.), Caltex (Paris), Mobil- 
oil Francaise, Standard Oil 
(N.J.), Mobiloil (Hamburg) - to 
construct ma jor pipeline from 
Marseilles to Strasbourg and 
Karlsruhe. 


Standard Oil Compary of California France Plant constructed with Pechel- 
San Francisco, California bronn for the production of 
(Oronite Chemical Company) sulfonates from petroleum. 

Standard Oil Company of New Jersey Germany Esso A.G. has bought a refinery 
New York, New York site in Karlsruhe for the con- 


struction of a 200 million DM 
refinery to be completed in 
1963. It will be one of the 
terminals of the Marseilles 
pipeline. 1959. 


Wynn Oil Company Belgium Wynn's Friction Proofing 
Azursa, California Belgium S.A. established in 
Antwerp. 1958. 
3 
am 
RESEARCH AND ENGINEERING (5 companies) 
ial 
American Cyanamid Company Switzerland Cyanamid European Research 
New York, New York Institute Incorporated to be 
established near Geneva for 
long-range basic research in 
chemical and biological science. 
1959. 
Blaw-Knox Company U. K. istablished Blaw-Knox Chemical 
Pittsburgh, Pennsylvania Engineering Company Ltd. in 
ted 1958 with a 52% participation. 


The field will be engineering 
and construction comparable to 
their Chemical Plants Division. 


Standard Oil Co. of California Netherlands Caltex Oil Company plans to 
San Francisco, California concentrate all research 
activities for the Eastern 
Hemisphere at new $2-million- 
1 dollar laboratories just opened 
near Rotterdam. 1959. 


Standard Oil Company (N.J.) Netherlands Esso Research & Engineering 


New York, New York Company established in The 
Hague in 1958. 


56266 O—60 17 
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Oper ation 





Stone & Webster Incorporated 
New York, New York 


RUBBER (3 companies) 


B.F. Goodrich Company 
Akron, Ohio 


Goodyear Tire & Rubber Company 
Akron, Ohio 


United States Rubber Company 
New York, New York 


TEXTILES (3 companies) 


Berkshire Hathaway, Incorporated 


New Bedford, Massachusetts 


Netherlands 


Netherlands 


France 


Belgium 


France 


Germany 


Italy 


Belgium 


Has established European head 
office at Amsterdam. Builds 
power stations and has recently 
specialized in construction 

of petrochemical facilities, 
1959. 


N,V. Chemische Industrie AKU~ 
Goodrich is constructing a 
new plant at Arnhem to produce 
synthetic rubber by summer of 
1959. 


Looking for a site near Paris 
for the construction of a 
$7 million tire factory. 1959. 


Acquired majority interest in 
Englebert S.A, in 1958, gaining 
"larpo new sources of manu- 
facturing in Belgium, France 
and Germany". 


Acreement reached with Ugine 

(France) for the construction 

of a plant to manufacture 

special rubbers, latex and 
butadiene plastics under | 
exclusive license. 1958. 


Acquired majority interest in 
one of the largest rubber com- 
panies. 1959. 


Naugetuck-Rumianca formed in 
1958 jointly with Sta. Italiana 
Rumianca, with initial capital 
of 500 million lire to manu- 
facture and sell chemicals for 
natural and synthetic: rubber 
and agricultural and industrial 
chemicals, <A plant will be 
built near Turin. 


Acquired interest in Perfecta 
(manufacture of stockings) in 
which Brufina also has an 
1958. 


interest. 
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U.S. Company Court ry 





Sturtevant Mills Belgium 
Boston, Massachusetts 


West Point Manufacturing Co. Netherlands 
West Point, Georgia 


TRANSPORTATION EQUIPMENT (9 companies) 


Aeroquip Corporation Germany 
Jackson, Michigan 


Bendix Aviation Corporation France 
Detroit, Michigan 


Budd Company France 
Philadelphia, Pennsylvania 


Chrysler Corporation France 
Detroit, Michigan 


Netherlands 
Doman Helicopters, Incorporated Ital 
Danbury, Connecticut 
Fruehauf Trailer Company France 


Detroit, Michiran 


Overation 





Manufacturing agreement signed 
with Ateliers Louis Curton, 
Tournai. 1958. 


Hallantor formed with British 
and Dutch interests to pro- 
duce non-woven fabrics at 
Veenendaal, The factory, 
fully automated, will begin 
operatiors in 1959. 


Aeroquip GrbH of Hennoversche 
Muenden will build a plant 

for the production of hydraulic 
systems for automobiles andi 
aircraft. 1959. 


French subsidiary (Clichy: 
r:ceived an Export~Import sank 
credit of Fc.630 million to ex- 
pand its facilities. 1958. 


Bufra. established in 1958. 


Acquired 25% interest in Simca 
automobile concern in 1958, 
Plans to increase its invest- 
ment. 


Purchased Kaiser-Frazer 
factories. 1958. 


Finmeceanica (larsest indus- 
trial holding group controlled 
by the It. Govt.) has been 
licensed to manufacture a 
Doman helicopter, to be sold 
in the Eastern Hemisphere by 
a joint ItalofAmerican sales 
group. 1959. 


Plant opened at Auxerre for 
the construction of trailer 
trucks. 1958. 
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U.S, Company 


Country 


Operation 





North AmericanAviation, Inc. 
Las Angeles, California 


Outbeard Marine Corporation 
Waukegan, Illinois 


United Aircraft Corporation 
E. Hartford, Connecticut 


OTHERS (16 companies) 


American Home Products Corp. 
New York, New York 


Brunswick-Balke-—Collender Co. 


Chicago, Illinois 


Corning Glass Works 
Corning, New York 


Germany 


Bel gium 


France 


Germany 


France 


Germany 


Interatom-Internationale Aton- 
Reaktor Bau GmbH, Bensberg, 
jointly owned with the Demag 
heavy construction concern, 
will spend same $750,000 to 
enlarge its research facilities, 
1959. 


Outboard Marine Belgium, SA 
established in 1958. Lought 
new paant to assemble Evin- 
rude and Johnson outboard 
motors. The present invest- 
ment of $2.6 million is to be 
increased by one million 
dollars in 1959, and production 
doubled. 


Pratt & Whitney Division has 
licensed Snecma to manufacture 
jet engines. 


Has acquired 40% interest in 
Weser Aircraft Construction 

Company, Bremen (a Krupp sub- 
sidiary). They will produce 
Sikorsky helicopters. 1958. 


Expects to expand facilities 
of its household products 
company in 1959. 


Allgemeine Kecel GmbH, Munich, 
established to handle distribu- 
tion of bowling equipment to 
civilian customers in Europe, 
North Africa and the Middle 
East. 1959. 


Acquired majority interest in 
a plant in Ireland in 1958. 


In 1958 their English associate, 
James A. Tobling and Company, 
ltd. acquired a leading indus- 
trial fabricator of laboratory 
and industrial glassward. 
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U.S. Company 


General Electric Company 
Schenectady, New York 


Gillette Company 
Boston, Massachusetts 


Hamilton Watch Company 
Lancaster, Pennsylvania 


Hilton Hotels Corporation 
Chicago, Illinois 


Kady International Corporation 
Elizabeth, New Jersey 


Kinetic Dispersion Corporation 
Buffalo, New York 


Minnesota Mining & Manufacturing 
St. Paul, Minnesota 106 


Multipane 
Philadelphia, Pennsylvania 


Philco Corporation 
Philadelphia, Pennsylvania 





Country 


Portugal 


Switzerland 


Netherlands 


Netherlands 


Netherlands 


Italy 


Belgium 


Italy 


STUDY 
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Operation 


__ SO OOOO 


Licensed by the Portuguese 
Governrent to manufacture 
electrical appliances in 
Portugal. 1959. 


New laboratory to be estab- 
lished at Reading in 1959, 
and expansion planned or com- 
menced in England and France 
for production of razors. 


Bought A. Huguenin Fils, a 
century-old firm. 1959. 


Will build two hotels costing 
F1.140 million in Amsterdam 
and in Rotterdam, F1l.24 mil- 
lion guaranteed by the Dutch 
Government. 1959. 


N.V. Kady International (Europa) 
established in Amsterdam in 

1958 jointly with Finetic 
Dispersion Corp., Butfalo, N.Y.- 
to operate dispersion mill. 


N.V. Kady International (Europa) 
established in Amsterdam in 
1958 jointly with Kady Inter- 
national Corporation of Eliza- 
beth, N.J. = to operate dis- 
persion mill. 


Looking for suitable property 
to build a factory with an 
initial investment of »750,000. 
1959. 


Multipane Europe established 
in participation with Verreries 
Gobbe-Hocquemiller and S.A. 

des iiir Oiteries de Charleroi. 
1959. 


Through its Swiss subsidiary has 
taken 25% interest in Philco 
taliana, Spa, newly established 
with a capital of one million 
dollars. Plant near Milan will 
begin production of TV sets in 
September 1959 under license 
from Philco, Switzerland, later 
refrigerators end washing 
machines. 
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U.S. Company Country Operation 
Ronson Corporation France Plans to buy a factory to 
Newark, New Jersey assemble lighters. Initial 
investment »100,000. 1958. 
Tyler Refrigeration Corporation Germany New plant at Schwelm, Westphalia 
Niles, Michigan started production of re- 


frigerators in January, 1959. 


U.S. Time Corporation Germany Acquired control of Laco and 
Waterbury, Connecticut Durowe watchmaking concerns 
in Pforzheim, and will ex- 
pand their plants. 1959. 


Wham-O Manufacturing Company Germany Deutsche Wham-O Manufacturing 
San Gabriel, California Company, Frankfurt, expects 
to expand its Neu Isenburg 
plant in 1959. (toys) 





lia 


) 


INDUSTRY 
Chemicals and 
Drugs 


Electrical 
Machinery 


Food 


Instrument s 


Machinery 


Metals and Me~ 
tal Product 


Office 
Machinery 


Paper 


Petroleum 


Research and 
Engineering 


Rubber 
Textiles 


Transportation 
Equipment 


Others 


GRAND TOTAL 
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U.S. INVESTMENT IN -ESTEXN EUROPE 
1958-1959: Selected List of New 
Operations by Industry am Country 


COMMON LARKET COUNTRIES 
5 ‘ Ger ma 














U.S. INVESTMENT IN WESTERN EUROPE 1958-1959 


A SEIECTED LIST OF COMPANIES WITH NEW 
OPERATIONS IN WESTSRN EUROPE SINCE 
THE START OF THE COMMON MARKET. 


Supplement #1 — January 1960 


Economic Research Department 
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UsSe Company Country 


Operation 





CHEMICALS AND DRUGS (11 companies) 


American Cyanamid Co. Italy 
New York, New York 


Amoco Chemicals Corp. Belgium 
Chicago, Illinois 


Dow Chemical Company France 
New York, New York 


Germany 
E.I. Du Pont De Nemours & Co. France 
Wilmington, Delaware 
Germany 


en 
2t 


Its international subsidiary 
has underwritten 70% of the 
$2.4 million capital of S.p.A. 
Cyanamid Italia, a joint 
venture with the Franco 
Gorgone interests. A plant 

in Catania will produce 
chemicals, pharmaceuticals 
and metallurgical products. 
1959. 


Amoco Fina established 
jcintly with Petrofina S.A. 
to manufacture and dis- 
tribute (in the Common Mar- 
ket) additives for petroleum 
products. Production is 

to start in 1961 in a plant 
to be built at Antwerp. 


Dow Chemie AG, a Swiss 

subsidiary, jointly with 

Pechiney (a French chemical 

co.) announced the formation 

of Plastichemie which will 
manufacture in France under | 
Dow patents. A new multi- 
million-dollar plant is to 

come into production in 196l. | 


Established a branch, Deutsche 
Dow=Chemie GmbH, Dusseldorf. 
1959. 


Du Pont de Nemours (France) 
S.Ae, newly established, 
has licensed Sté des Indus- 
tries Techniques de Cernoy 
to mamfacture weed killers 
used in vineyards. 1959. 
Pigment — Chemie GmbH estab- 
lished jc ntly with Sachtleben 
(74%) to produce titanium 
dioxide pigments. A factcry 
is to be built near Homburg, 
to produce 18,000 tons a year 
in two years time. 1959. 
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U.S. Company Country 


The Glidden Company Ue Ke 
Cleveland, Ohio 


Johnson & Johnson 
New Brunswick, New Jersey 


Switzerland 


Neville Chemical Company 
Pittsburgh, Pennsylvania 


Netherlands 


Pfizer International Corp. 
Wilmington, Delaware 


Belgium 


Schenectady Varnish Corp. 
Schenectady, New York 


Speedry Chemical Products Inc. Italy 
New York, New York 


Union Carbide Corporation 


Italy 
New York, New York 
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American Glidden Inter- 
national Coe concluded an 
agreement with Courtaulds 
giving them exclusive use 
of Glidden paint processes. 
1959. 

Has bought Alag-Cnemie of 
Schaffhausen, a preducer 
of ethical drugs. 1959 


Neville Cindu Chemie N. te 
established jointly wit 
Teerunie N.V. for the pro- 
duction of hydrocarbon 
resins and solvents. 1959. 


Reorganized its Belgian 
operations and established 
Roerig, to manufacture and 
distribute chemicals, 
pharmaceuticals and cosmetics. 
1959 


Schenectady France, S.A. 
foveal jointly with Safic 
Alcan with an initial cap 
of FFe 100 million. A new 
factory near Calais will 
come into production end of 
1960 and will manufacture 
synthetic resins and varnishes 


ital 


Entered licensing agreement 
with new Speedry ‘Products 
Ltd. for ass sembly az: d dfs- 
tribution of the Speedry- 
Magic Marker line. 1959 
Acquired half interest in 
SePeAe Celene of Palermo, 
jointly with Societa Edison 
of Milan. Two plants are 
being built in Sicily for 
production of petrochemicals. 
This year Celene obtained 
credits of $8 million from 
IBRD and kuropean Investment 
Banke 1959 
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U.S. Company Country 


Operation 





ELECTRICAL MACHINERY (9 companies) 


Amp Inc. Italy 
Harrisburg, Pennsylvania 


Du Mont Laboratories Italy 
Clifton, New Jersey 


Farrineten Manufacturing Co. Ue 


Needham Heights, Mass. 


General Precision Equipment Corp. U. K. 
New York, New York 


Hewlett=Packard Company Germany 
Palo Alto, California 

International Rectifier Corp. Italy 
Los Angeles, California 

Northrop Corporation Italy 
Beverly Hills, California 


Sylvania Electric Preducts I 
(Sub. of Gen. Telephone & Elec- 
tronics Corp.) 

New York, New York 


Established Amp Italia 
S.epeA. in Turin to produce 
its solderless terminals, 
connectors and pressure— 
less crimping tools for the 
electrical industry. 1959 


Will open a plant for the 
production of cathode tubes 
and electronic equipment. 


Acquired Adrema Ltd., makers 
0 ss machines and 
systems. Farrington makes 
optical scanners for com- 
putors and data processing 


subsidiary t. make air 
traffic control and other 
slectronic systems and 
products. 1959 


Hewlett—Pack: 
been establish 


to mal.e an 
+ 





Established International 


Ract4 fie ‘ar T sans 
Rectifier Corp, Italiana 


epeA. to prod i dis 
tribute rectifi and 
+ ws ’ 7 
hot Le ctri COilSe 259 


Established Edison-Page 


I 
SepeA. jointly with Societa 





Edison of Milan to develo; 
commuiication MSe 
Page Communication Engineers 


Inc. (subsid.) helds 49% of 


the stock. 1959 


Acquired 50% »f the stuck 
of a manufacturer of trans- 


mittinz and receiving tubes, 
having previously invested 


$400,000 in the company. 1959 
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TL 


Westinghouse Electric Corp. 
Pittsburgh, Pennsylvania 


FOOD (5 companies) 


Corn Products Refining Company 
New York, New York 


General Mills 
Minneapolis, Minnesota 


Grand Union Company 
East Patterson, New Jersey 


McCormick & Company Inc. 
Baltimore, Maryland 


National Dairy Products Corp. 
New York, New York 


INSTRUMENTS (4 companies) 


General Controls Co. 
Glendale, California 


Polaroid Corporation 
Cambridge, Massachusetts 


Belgium 


France 


U. Ke 


France 


Switzerland 


Germany 


Us. Ke 


Netherlands 


Has licensed Atéliers 
Jaspar of Liége to 
make high-speed lifts. 
1959 


Sté. des Products de 
Mais has increased its 
capital to absorb 
Levure Alsacienne. 1959 


Bought Latham Foods of 
Bromborough, Cheshire, 
mfrs. of cornflakes 

and cake mixes. 1959 


Expects to have a chain 
of 22 supermarkets in 
the Paris area, with 

the reported cooperation 
of Banque d‘ Indochine, 
Banque Commerciale de 
Paris, Bazar de 1' Hotel 
de Ville, Bon Marché 

and Olida (wholesale 
grocers). 1959 


McCormick of Switzerland, 
has been established in 
Zurich. (spices, ete.) 
1959 


Kraft GmbH has increased 
its capital from 

DM 3,400,000 to DM 7,800,0C 
1959 


Bought up Wirepots, Ltd., 
producers of control 
instruments. 1959. 


Polaroid (Netherlands) NV 
established in Amsterdam 
in 1959 to produce optical. 
precision, mechanical, 
electronic, photographic 
and photochemical products. 








266 FOREIGN COMMERCE STUDY 





U.S. Company Country 


Operation 





Robertshaw-Fulton Controls Co. Italy 
Richmond, Virginia 


Taft-Pierce Manufacturing Co. Germany 
Woonsocket, Rhode Island 


MACHINERY (14 companies) 
Allis-Chalmers Manufacturing Co. Italy 
Milwaukee, Wisconsin 


Automatic Canteen Co. of America Germany 
Chicago, Illinois 


Clark Equipment Company Germany 
Buchanan, Michigan 





Cross Company Germany 
Detroit, Michigan 


Hobart Manufacturing Co, Ue Ke 
Troy, Ohie 





Robertshaw-Italia S.p.A. 
formed to manufacture 
automatic thermostatic 
controls in a plant to be 
built near Turin. 1959 


Has licensed Hommelwerke 
at Mannheim to make and 
sell its instrument gages. 
1959 


Bought control of manu- 
facturer of crawler tractors 
at Milan. 1959 


Acquired Tonomat Co. of 
Frankfurt, which will now 
triple its production of 
automatic vending machines. 
1959. 


Clark Equipment International, 
C.A., and its German licensee, 
Ruhr Intrans Hubstapler GmbH, 
have acquired the assets of 

a manufacturer of road 
rollers, compactors and 
other road repair equipment 
and reorganized it as Scheid 
Maschinenfabrik GmbH. Plant 
expansion is under way. 1959 


Cress-Europa-‘Jerk, GmbH, 
established at Wendlingen- 
am=-Neckar with a stock capital 
of DM 500,000, to preduce 
automatic machinery. New 
plant, to be built, will 
employ 150. 1959 


Hobart Manufacturing Co., 
Ltd. has opened a new plant 
in Barnstaple for the pro- 
duction of machinery for 
the feed trade. 1959 
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J.S. Company Country 

Jones & Lamson Machine Co. Belgium 
Springfield, Vermont 

Leesona Corperation Ue. Ke 

(formerly Universal Winding Co.) 
Providence, Rhode Island 

Pratt & Whitney Company U. Ke 
West Hartford, Connecticut 

Pressed Steel Car Company U. Ke 
New York, New York 

Scett & Williams, Inc. Belgium 
Laconia, New Hampshire 

Simplicity Engineering Co. Bel gium 


Durand, Michigan 


Singer Sewing Machine Company 
New York, New York 


Has acquired substantial 
interest in Le Progrés 
Industriel, builders of 
quality machine tools. 1959 


Leesona-#oit Ltd. established 
by amalgemation with Thomas 
Holt Ltd., manufacturers of 
textile machinery. 1959 


Pratt Whitney & Herbert or- 

ganized with a British firm 

of toolmakers and engineers 

to manufacture Pratt Whitney 
machine tools. 1959. 


U.S. Industries, Inc., New 
York has bought for "several 
million dollars" the Burton- 
wood Engineering Co., It 
will be operated by the re- 
cently formed U.S. Industries 
of Great Britain (which co- 
ordinates the company's 
European activities) and will 
manufacture oil industry 
equipment, precision machinery 
for the plastics indstry, 
etc. 1959 


Scott & Williams, S.A., es- 
tablished at Bruges. During 
the first half of 1966 it 
will begin production of 
machinery for nylon stockings, 
later will add ether hosiery 
and fabric knitting machines. 
Will be Common Market head- 
quarters for sales, service 
and spare parts. 


Has licensed Traines de Roues 
du Centre, S.A. to manufacture 
its vibrating feeders. 1959 


Is transferring 20% of its 
production from Bridgeport 

to Clydebank, Scotla nd and 
Karlsruhe, Germany to meet 
Japanese competition in Europe. 
Flans full production in Europe 
by 1964. 1959 








268 


FOREIGN COMMERCE 





STUDY 








U.S. Company Country Operation 
Thayer Scale Corporation Belgium Concluded licensing agree- 
Pembroke, Massachusetts ment with Traines de Roues 
du Centre S.A. for produc- 
tion of automatic scales. 1959 
Worthington Corporation Germany Deutsche Worthington GmbH, 


Harrison, New Jersey 


METALS & METAL PRODUCTS (4 companies) 


Barden Corporation 
Danbury, Connecticut 


U,. Ke 


Bundy Tubing Company 
Detroit, Michigan 


Germany 


Chain Belt Company Italy 
Milwaukee, Wisconsin 


National Standard Company 
Niles, Michigan 


Germany 


OFFICE MACHINERY (1 company) 


Sperry Rand Corporation 
New York, New York 


Netherlands 





Hamburg has expanded its 
machine preduction facilities 
at Wandsbeck. 1959 


Is acquiring a substantial 
interest in E.M.O. Instru- 
mentation Ltd., makers of 
precision ball bearings. 1959 


Mecano Simmonds GmbH estab- 
lished at Heidelberg with 
German and British interests 
to produce special bolts for 
the automotive and refrigerator 
industries. 1959 


Its new firm, Rex-Regina, is 
building a factory at Alginate, 
near Milan for production of 
chains for bicycles, scooters 
and motorcycles. 
plants are planned. 1959. 
Subsidiary established in 
1959 in partnership with 
Felton & Guilleaume (40%) 
which is controlled by ARBED, 
Luxembourg. It will make 
special wires, including those 
used in tire production. 


Remington Rand is about to 
build a $1 million extensicn 
of its s'Hertogenbosch plant 
manufacturing pertable type- 
writers and simple calculators. 
1959. 


Two additional 


— 


~} 
lal 


U.S. Company 
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Country Operation 
PETROLEUM (3 companies) 
Fish Engineering Corporation ‘Netherlands Fish International (Netherlands) 
Houston, Texas N.V. formed at Rotterdam to 
build and operate plants for 
processing petroleum, gas and 
products thereof. 1959 
Gulf Oil Group Italy Warren Petroleum International 
Pittsburgh, Pennsylvania Corp. and Sta.p.A. Liquigas, 
Liilan, have established 
Sta.p.A. Italwarven to build 
storage facilities for liquid 
gas. 1959, 
Phillips Petroleum Company Italy New company established to 
Bartlesville, Oklahoma make lamp black, in cooperation 
with ANIC, Phillips Black, 
Italiana S.p.A. 9 
RUBBER (4, companies) 
Dayton Rubber Company Netherlands Dayton-Hevea Verkoopmaats. 
Dayton, Ohio NV established jointly with 
Hevea to produce rubber 
technical and household 
articles. 1959 
Dunisp Tire & Rubber Company Italy Semtex (a subsidiary) has 
Akron, Chio licensed two Italian firms 
to manufacture and sell 
Semastic decorative tiles 
and vinyl asbestos tiles. 1959 
Goodyear Tire and Rubber Cc. France 


Akron, Ohio 
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Cie. Francaise Goodyear is 
to build its first French 
plant near Amiens. Parent 
company is investing $7 mil- 
lion in the project -- to 
have an initial output of 
2000 tires a day, worth $42 
million a year, of which 
about 20% will be exported. 


1959 
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U.S. Company Country 





United States Rubber Co. 
Toledo, Ohio 


Germany 


TRANSPORTATION EQUIPNENT (6 enmpanies) 


American Brake Shoe Company 
New York, New York 


Belgium 


Ford Motor Company 
Detroit, Michigan 


Ue Ke 


lockheed Aircraft Corporation 
Burbank, California 


Italy 


Highway Trailer Industries Inc. 
New York, New York 


-Parson & Company 
Les Angeles, California 


Italy 


Vapor International Corp. 
Chicago, Illinois 


Netherlands 


OTHERS (2 companies) 


Minnesota Mining & Manufacturing Co 
St. Paul, Minnesota 


Italy 
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Operation 


Concluded agreement with 
Bayer (IG Farben successor) 
for exchange of patents ard 
know-how for additives for 
rubber manufacture. 1959 


Acquired a majority interest 
in S.A. Hydrobel of Liege, 
which will manufacture 
hydraulic equipment. 1959 
Plans to invest $112/126 
million in the expansion of 
its Dagenham plant. 1959 


Acquired an interest in 
Aercnautica Maccho, S.A. which 
will be licensed to produce 

a new light utility plane. 
1959. 


Highway Trailer Company is 

negotiating fer joint owner- 

ship and operation of a 

trailer plant in Europe or 

fer production of its truck- 
trailers under license. 1959 


Parsen Europe formed to pro- 
duce helicopter screws in 
collaboration with Bugatti. 

1953. 


Its Dutch subsidiary has 
begun production of a new 
water heater for locomotives, 
railroad cars and buses, 
1959. 


Are building a 2 billion lire 
plant at Caserta, near Naples, 
to manufacture scotch tape 

and other specialties. 


1959 
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U.S. Company Country Operation 
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Philco Corporation Italy 


Philes Italiana S.p.A. 
Philadelphia, Pennsylvania 


established in Milan to 

make and sell Philco products, 
including TV receivers and 
refrigerators, under license 
from Swiss subsidiary. 

Capital furnished by inter- 
national group including 
Swiss subsidiary and French 
licensee, Bendix Home 
Aprliances, S.A. 1959 
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U.S. Company 


Country 


Operation 





CHEMICALS AND DRUGS (14 companies) 


Allied Chemical Corporation 
New York, New York 


American Cyanamid Company 
New York, New York 


Armour Pharmaceutical Company 
Chicago, Illinois 


Columbian Carbon Company 
New York, New York 


Continental Carbon Company 
New York, New York 


Dow Chemical Company 
New York, New York 
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U. Ke 


U. Ke 


Italy 


Netherlands 


Italy 


Netherlands 


Acquired 51% of the shares ef 
the Montrose Exploration Com- 
pany. The British Company owns 
chrome ore deposits and mines 
in the Transvaale 1960 


Has announced plans for con- 
struction of a plant to manm- 
facture melamine, which is used 
in the production of plastic 
laminates and moulding com- 
pounds, The project involves 
a total investment of more 
than $1 million. 1960 


Armour~Erba Farmaceuticci S.p.A. 
Milan, formed jointly with 
Carlo Erba, a chemical and 
pharmaceutical concern. 1959 


Has purchased an interest in 
Continental Carbon Co.'s new 
25=-million-pound carbon black 
plant in Rotterdam to be 
operated as Continental-Columbian 
Carbon (Nederland) N.V. This 
plant will be in operation in 
mid spring. 1960 


Has bought into Columbian's 
new 40-million-pound plant 
under construction at Trecate, 
near Milan. To be operated as 
Columbian Continental Europe 
S.p.A., this factory will be 
completed in late fall. 1960 


The Nederlandsche Dew- 
Maatschappij, a subsidiary of 
the American chemical group 
DOW, is shortly to begin build- 
ing a styrene-butadiene-latex 
factory at Botlek, the new 
industrial zone of Rotterdam. 
1960 
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U.S. Company 


Country 


Operation 


a RR RR RR RS 


Du Pont de Nemours 
Wilmington, Delaware 


Emery Industries Inc. 
Cincinnati, Chio 


W. P. Fuller 
San Francisco, California 


Neville Chemical Company 
Pittsburgh, Pennsylvania 


Phillips Petroleum Company 
Bartlesville, Oklahoma 


Standard Oil Company of Calif. 
Oronite Chemical Company 
San Francisco, California 


Union Carbide Company 
New York, New York 


Belgium 


Netherlands 


Bel gium 


Netherlands 


France 


France 


Belgium 


Will double the production 
facilities of its paint plant 
in Malines. 1960 


With Unilever of Retterdam, 
concluded agreement for joint 
preduction and sales of chemi- 
cal preducts prepared from 
vegetable and animal fats. 1960 


Acquired an equity in S.A. 
Vernis Claessens of Antwerp, 
and will make a full line of 
automotive aircraft and indus- 
trial finishes. 1959 


With Teerunie N.V. of Uithoorn, 
founded a new chemical enter - 
prise in Holland called Neville 
Cindu ‘Chemie N.V., with an 
authorized capital of three 
million florins, to manufacture 
hydrocarbon resins and solvents. 
1960. 


Cofrablack, a Phillips Petroleum 
and Continental Carbon subsid- 
iary, is building 25,000 ton 
capacity carbon black factory 

at Bec d'Ambes, near Bordeaux. 
1960 


Oronite Chemical Co, a subsid- 
iary of the Standard Oil Com- 
pany of California, is entering 
into a joint venture with a 

new company now being formed 

by Antar Petroles de'Atlantique, 
and Societe Progil, a French 
chemical firm in France to 
produce para-xylene, a chemical 
used to make synthetic fibers. 
1960. 


With the Belgian firm S.A. 
Petrochim, formed S.A. Cobenam 
for manufacture of high pressure 
polyethylene. A plant with a 
15,000 tons capacity, is under 
construction in Antwerp. 1960 
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U.S. Company Country 


Operation 





United Carbon Company France 
Houston, Texas 


ELECTRICAL MACHINERY (10 companies) 





Bundy Tubing Company Germany 
Detroit, Michigan 


Daystrom, Inc. Germany 
Murray Hill, New Jersey 


Domint Laberatory Italy 
New York, New York 


Fedders Corporation Italy 
Maspeth, New York 


Federal Pacific Electric Co. Germany 
Newark, New Jersey 


TRONRITE INC. Germany 
Mount Clemens, Michigan 


Will form French subsidiary, 
to build a $5 million carben- 
black plant near Rouen, France, 
with a capacity of 50 million 
pounds a year. 1960 


Its German affiliate, Mecano- 
Bundy, has joined with 
Simmonds Aerozesscries of 
Scotland in the manufacture 

ef spire speed nuts for the 
electrical and motor industries, 
1950 


Has founded a German subsidiary 
under the name of Daystrom 
GnbH, to distribute Daystrom 
products in Germany and super- 
vise Daystrom contracts with 
the West German Defense Ministry 
1960 


Nill open a factory to produce 
cathode tubes and other elec- 
tronic products. 1959 


Has given over the license for 
manufacturing some of its pro- 
ducts to Rheem-Safim, of Milan. 
1960 


Has launched an integrated 
manufacturing - marketing opera- 
tion. Its subsidia ry, PFE 
Schaltgerate GmbH, with a 
modern plant, will manufacture 
a complete line of low voltage 
distribution equipment for con- 
tinental markets. 1960 


Authorized G.N. Pfaff AG, 
Kaiserslautern, to build ts 
ironing machine s under license. 
1960 


i 
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U.S. Company 


ee 


Magnavox Company 
Fort Wayne, Indiana 


Metals % Controls Company 
Boston, Massachusetts 


Otarion Listener Corporation 


Ossining, New York 


Radio Corporation of America 


New York, New York 


cam 


1 any 
NUMONIS (i COME any ) 





Kollsman Instrument Corp. 
Nev. York, New York 


: MACHINERY (9 companies) 


American Brakeshoe Company 
New York, New York 





Country 





Netherlands 


Ge rmany 


Germany 


Germany 


Germany 








Cperation 











Announced purchase of a majority 
interest in Collaro Company, 

ts exclusive recerd changer 
supplier for several years, fror 
Great Universal Stores, Ltd. a 
large British retail system. 
Collaro will continue selling 
record changers to Magnavox 

as well as te the U.S. market 


under its own label. 1960 
N.V. Mettappa, a subsidiary, 


plans to double its manufac- 


turing plant, within the next 


few months. 1959 


Has purchased the plant of 


Deutsche Akustik, in Germany. 
5 AN 


Concluded agreement with 






letz W » for the installation 
ef televisicn receivers in 
Metz. 1960 


Formed 4 
Instrumenten GnbH, in Munich. 
The company has an ception on 
some German Air Force develop~ 


ment contracts. 1960 





Its Swiss subsidiary, Brake- 
shee International S.A. has 
acquired a plant in West Germany 
for airborne hydraulics. The 
plant is located in Wiestaden 
and is expected to be known 


as Kelloge Ingenieur-Buro GnbH 


1961 
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U.S. Company 


FOREIGN 


Country 
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Operation 





American Machine & Foundry Co. 
New York, New York 


J. I. Case Company 


Racine, Wisconsin 


Deere & Company 
Moline, Illinois 


Greenwood Engineering Co., Inc. 


Baltimore, Maryland 


Pan-Tex Manufacturing Corp. 


Rhode Island 


Rheem Manufacturing Company 
New York, New York 


Rockwell Manufacturing Co. 
Pittsburgh, Pennsylvania 





U. Ke 


U. Ke 


France 


Netherlands 


Netherlands 


Germany 


Italy 


Switzerland 


Announced the opening of a 
l4-lane automated bowling center 
in London, to serve both U.S. 
military ferces and civilian 
bowling establishments. AMF 
has pans to install bowling 
equipment in many other areas 
including Austria, Holland, 
France, Belgium, Denmark, 
Switzerland, Germany and Italy, 
1960 


J. I. Case Company, Ltd. has 
been formed with initial capital 
of 93 million. It will manu- 
facture and sell eight basic 
tractor models for use in 
industry and construction. 1959 


Announced it will build a fac- 
tory to produce "John Deere" 
farm tractors. 1960 


Preduction of machinery for 
the cardbard industry will 
shortly be started in a pro- 
visional factory at Groningen, 
Holland. The parent company 
will cover the North American 
market and the Groningen fac- 
tory will sell to the rest of 
the world. 1960 


Has acquired manufacturing 
facilities at Winschoten to 
produce dry-cleaning laundry 
and garment firishing equirment. 
1959 


Deutsche-Rheem organized in 
Frankfurt. 1959 


Industria Siciliana Profilati 
Acciaio organized in Palermo. 


1959 


Established Rockwell Interna- 
tional, Geneva, to handle 
foreign operations. 


1960 
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U.S. COMPANY Country Operation 
Timken Roller Bearing Company France Has announced that a division 
Bucyrus, Ohio of Timken will build a new 


shipping center at its plant 
in Colmar, France. It will 

be patterned after Timken's 
Bucyrus, Ohio, center and will 
cost an estimated 300,000. 


1960 
won 5 nere — =" 
METALS & METAL PRODUCTS (1 company) 
Kaiser Aluminum & Chemical Corp. U. K. "ith Delta Metal Co. Ltd, to 
1 Oakland, California organize a new aluminum fab- 


ricating company which will be 
known as James Booth Aluminum 
Ltd. Kaiser Aluminum will 
} invest #14 million, half of 
the initial capitalization of 
the new company. 1960 


OFFICE MACHINERY (5 companies) 
A. B. Dick & Company Switzerland Has set up a subsidiary at 
Chicago, Illinois Zug to handle all sales out- 
| side the Viestern Hemisphere. 
1960 
Addressograph-Multigraph Corp. Belsium Owns major interest in the new 
Clevelam, Ohio Addressograph-iiultigraph 
(Bel zium) which will produce 
all types of office machines 
and equipment. 1959 
C-E-I-R, Inc. U. Ke Has formwed C-E-I-R, Ltd. in 
. Arlington, Virginia Lomion to carry on the same 
range of mathematical, opera- 
tions research, market research, 
computer programming and elec- 
tronic data processing machine 
services that C-E-I-R now 
L provides in the U.S. 1960 
; | 
Sperry Rand Company Germany Remington Rand GnbH, increased 
Remington Rand Division its stock from Df 14,000,000 
- New York, New York to DM 16,400,000. 1960 
Scriptomatic, Inc. Switzerland Together with a subsidiary of 


Philadelphia, Pennsylvania 


Fischer Machinery Co., estab- 
lished plant in Geneva. 1960 
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U.S. Company Country Operation 
PAPER (3 companies) 
Diamond National Corporation Italy Has formed Amni Pac S.p.A., 
New York, New York Milan, jointly with Saffa of 
Milan to manufacture containers 
for perishables. 1959 
Eagle Picher France Has set up a subsidiary in 
Cincinnati, Ohio Paris, Fabrican-Europe, to dis- 
tribute printed and inpregnated 
papers for the laminated card- 
board industry. 1960 
Kimberley Clark Corporation France Acquired a majority holding 
Neenah, Wisconsin in the Sopalin Company. 1960 
RESEARCH & ENGINEERING (1 company) 
North American Aviation France Two of the leading French 
Los Angeles, California atomic power plant contractors, 
the Societe Alsacienne de 
Constructions Mecaniques and 
Fenhoet-Loire, have joined 
North American Aviation in 
founding a new £540,000 company 
to be called Dynatom. 1960 
RUBPER (2 companies) 
Firestone Tire & Rubber Company France Announced selection of Bethune, 
Akron, Ohio France as the site for a new 
multi-million dollar manu- 
facturing operation. 1960 
U.S. Rubber Company U. K. Its subsidiary, North British 


New York, New York 


Rubber Co., has placed in 

operation in Edinburgh, Scot- 

land a modern hose factory 

the major and final phase of 

an $8.5 million expansion 

and modernization program be- 

gun in 1956. 1960 | 


in 


In 








ey 
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U.S. Company Country 
TEXTILE (1 company) 
Pittsburgh Plate Glass Company Netherlands 


Pittsburgh, Pennsylvania 


TRANSPORTATION EQUIPMENT (4, companic 


Doman Helicopters, Inc. 
Danbury, Connecticut 


Lockheed Aircraft Corporation 
Burbank, California 


Republic Aviation 
Farmingdale, L.I., N.Y. 


United Aircraft Corprration 
E. Hartford, Connecticut 


OTHERS (9 companies) 


California Packing Corporation 
San Francisco, Califernia 


s) 


Italy 


Netherlands 


Italy 


Netherlands 








Operation 





Has entered into an agreement 
with AKU-United layon Manu- 
facturing Company, Dutch tex- 
tile company, jointly to build 
a glass textile fiber plant 
"in Europe, most probably in 
Holland." 1960 


Has concluded an agreement with 
Societa Aeronautica Sicula, of 
Palermo, for building heli- 
copters. 1960 


Acquired a stock interest in 
Aeronautica Machi, Italian air- 
craft manufacturers. The 
Italian firm vill be licensed 
to produce a new Lockheed light 
transport plane able to carry 
six persons and use short 
landing strips. 1960. 


Made agreement with Fokker Air- 
craft Co. under which Republic 
obteins two seats on the Fokker 
beard in return for the pur- 
chase cf %900,000 werth of stock. 
Fokker will have a hand in 
building the Starfighter F104 
for the largest contract ever 
let by the Dutch Air Ferce. 1960 


Its Hamilton Standard division 
has purchased a 50% interest in 
Microtecnica, Turin which will 
make Hamilton Stancard products 
under license. 1559 


Has signed an agreement giving 
sole rights for Helland of its 
"Del Monte" brand to Kon.Mij. 
De Betuwe" of Tiel. 1960 
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U.S. Company Country Operation 
CIT Finance Corporation U. K. and Announced formation of a 
New York, New York Germany jointly-owned company to engage 
and in consumer and industrial finance 
American Express Company ing operations abroad. Initial 
New York, New York capitalalization $5 million. 19 
Great Lakes Carbon Company Belgium Decalite-Europe Nord formed in 
New York, New York Antwerp. Will produce filtering 
materials at a plant to be built 
at Gent. 1959 
Jewelers Products Company Germany Starting a subsidiary in Pforz- 
Providence, IKhode Island heim, West German watch and 
jewelry center. Starting capital 
$17,000. 1960 
S.C. Johnson & Son, Inc. Italy Announced a subsidiary ccmpany, 
Racine, Wisconsh S.C. Johnson & Son Italiana 
S.peA., to manufacture Johnson 
products for sale throughout 
that country, with a plat at 
Milan. 1960 
Owens-LTllinois Glass Company Belgium Acquired interest in S.A.Compapni 
Toledo, Ohio Internationale de Cobleterie In- 
ebrechable of Soigiiies, important 
manufacturer of glass manufacture 
in the European market. 1960 
Germany Purchased a 26 percent minority 
of Gerresheimer Glashtittenwerke, 
Dusseldorf, one of Germany's 
bigeest glass producers. 1960 
R.J. Reynolds Germany Has acquired 51 percent interest 
Winston-Salem, N.C. in Haus Neuerburp, a German 
cigarette manufacturer. 1960 
James Talcott, Inc. Italy Will set up offices in Rome this 


New York, New York 


spring. American investment 

funds will nrovide the capital 

and Talcott will train Italian 
personnel to handle specialized 
interim financing based on the 
acquisition of aistomers' re- 
ceivables and will participate, 

up to certain limits, in business | 
handled by the Rome office. 1960 
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Electrical 
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Food 
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Metals and Me- 
tal Products 


Office Machinery 


Paper 
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Research and 
Engineering 


Rubber 
Textiles 


Transportation 
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Others 


April 1960 
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STATEMENT BY PaAut R. PorTER TO THE COMMITTEE ON INTERSTATE AND FOREIGN 
COMMERCE U.S. SENATE, May 10, 1960 


My name is Paul R. Porter and I am president of Porter International Co. 
which renders consulting services to manufacturers engaged in international 
investment, licensing, or trade. 

I wish to thank Chairman Magnus“n for the invitation to submit a statement 
to the committee. The views which I submit are my own. 

From the standpoint of our national welfare, I believe that it is important that 
the U.S. Government should continue the policy of reducing barriers to intér- 
national trade. It should be recognized that this policy will be endangered by a 
continuing large unfavorable balance of payments. Your committee, therefore, 
is performing a valuable service in addressing its attention to an expansion of 
U.S. exports as a major means of correcting an unfavorable balance. 

I do not wish to repeat what has already been presented. I shall confine myself 
to noting three specific export areas which in my opinion deserve high-level 
attention. I believe that t-gether they could add at least another billion dollars 
of income from abroad. They are— 

1. Increased tourist travel to the United States. This subject has been 
so well covered by earlier testimony that I have nothing significant to add. 

2. An increase in U.S. coal exports t» Western Europe, Here the problem 
is simply one of inducing certain European governments, through diplo- 
matic representation, to stop discriminating against American coal. It 
makes sense for Western Europe, which has a long-term energy deficit, to 
import American coal which can be laid down in Europe at a price com- 
parable to the price of coal from European mines. At the present time, 
some of the European coal-importing nations treat American coal as a 
residual source, with consequent wide swings in yearly shipments. If dis- 
criminatory practices were stopped, a larger, reasonably constant export of 
U.S. coal could be anticipated. 

3. An increased export of military hardware, on a payment basis, to 
NATO allies. This would represent a partial curtailment of the policy of 
offshore procurement which was introduced in the early fifties for reasons 
which were then sound but are now less ccmpelling. The problem will be 
to identify specific high-cost items whose production should be concentrated 
here rather than in expensive duplicate facilities overseas, and then to 
negotiate production centracts with the using governments. The Department 
of Commerce should have a recognized responsibility, along with the Defense 
Department and the Department of State, for developing a policy along these 
lines. 

I have the impression that the efforts of the Department of Commerce to pro- 
mote an expansion of U.S. exports, while welcome, have been somewhat too diffuse 
and not sufficiently directed to specific situations which have the potential of a 
major and early effect. 


NATIONAL FARMERS UNION, 
LEGISLATIVE SERVICES, 
Washington, D.C., May 12, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington, D.C. 


Dear SENATOR MAGNUSON : We respectfully request that this letter be inserted 
in the record of hearings of your committee relating to foreign trade. 

We have followed the hearings of the committee out of our interest in improv- 
ing the economic position and bargaining power of farmers. We are desirous of 
maintaining exports of agricultural commodities at high levels, and policies of 
National Farmers Union relating to trade policy designed to accomplish this 
objective have been set forth in numerous hearings of the Congress in recent 
years. 

We support continued and expanded use of the Reciprocal Trade Agreements 
Act with provision for adjustments to implement international bargaining power 
programs of agricultural producers, enactment of further customs simplification 
and ratification of U.S. membership in the General Agreement on Tariffs and 
Trade. 

We are cognizant of the fact, however, that in existing ways of conducting 
trade we have a network of human institutions such as laws, custom, invest- 
ment in plant, etc. Every nation has attempted to solve its own economic 
problem in its own way. In agriculture, for example, the aim in every major 
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agricultural producing nation has been to raise the relatively low income of farm 
families. In this connection, the justification for assisting farmers in the 
United States needs no amplification. The Congress of the United States on 
many occasions has passed vitally needed and important legislation to give some 
measure of stability to prices and to income of agricultural producers. 

In spite of a relatively high level of farm commodity exports in 1959 under 
Public.Law 480 and through commercial channels, farm families are not doing 
at all well economically. Since 1951, prices received by farmers have dropped 
by 23 percent and the farm parity ratio has dropped by 28 percent. The total of 
farm family income has dropped 33 percent from 1951 to the first quarter annual 
rate in 1960 (from $16.3 billion to $11 billion). 

From an economic point of view, farmers in the United States realistically 
view foreign trade policy out of 7 years of falling farm prices and incomes. 
Over this period the official policy of President Eisenhower and Secretary Benson 
has been that of furthering the slide toward a free market for agricultural pro- 
ducers. A contemporary farm organization voices the administration’s views, 
ignoring the fact that other agricultural producing nations are continuing and 
strengthening farm bargaining power programs. 

Farmers, we believe, want the United States to follow intelligent, enlightened, 
and humanitarian foreign economic policies. But they do not want to see the 
total cost of such policies loaded upon their already sore backs, or for that 
matter on the back of any other sector of the labor force. In this connection, 
we continue to support enactment by Congress of trade adjustment aid pro- 
grams with the cost shared by alli citizens of the United States when trade 
expanding programs threaten to weaken and destroy the opportunity of U.S. 
producers to earn a livelihood based on U.S. living standards. 

Respecting the problems of agricultural producers, we urge Congress to give 
recognition to the need for international instruments of conscious and intelligent 
economic planning such as would be possible under an International Food and 
Raw Materials Reserve and greater use of international commodity agreements 
such as we already have for wheat and sugar. As we analyze the complex 
international trade situation in agriculture and the primary industries, this 
approach is necessary to develop a realistic, orderly, and expanding trade pro-. 
gram to protect agriculture, and other primary producers. 

Sincerely, 
JOHN A. BAKER, Director. 


P.S.—The enclosed statement of Dr. Leslie A. Wheeler, associate secretary 
general, International Federation of Agricultural Producers, 1624 I Street NW.., 
Washington, D.C., was presented to the Conference on Trade Policy sponsored 
by the Committee for a National Trade Policy in January of this year. Dr. 
Wheeler’s statement is worthy of the committee’s study and in order that Mem- 
bers of Congress and others who are concerned with the formation and imple 
mentation of trade policy may also have access to Dr. Wheeler’s statement, we 
request that it also be made a part of the record of your hearings. 


THE NEW AGRICULTURAL PROTECTIONISM AND ITs EFFECT ON TRADE POLICY 


(By Leslie A. Wheeler, consultant, International Federation of Agricultural 
Producers) 


(In the preliminary plan for the conference on trade policy spon- 
sored by the Committee for a National Trade Policy there was included 
the following paragraph relating to discussions contemplated in round 
table 3: 

“In recent years international trade in agricultural products has 
been subjected increasingly to trade barriers. Agricultural protec- 
tionism has become more pronounced and is usually the result of 
conscious agricultural policies adopted by most of the world. 
These domestic agricultural policies are frequently inconsistent with 
expansion of world trade in such products. Are there ways and 
means to resolve these inconsistencies, or must trade in agricultural 
products be considered as a category apart from general trade, as is 
effectively the situation today ?” 


56266 O-—60 19 
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The main purpose of this paper is to show that much, but not all, of the 
world’s trade in agricultural products must be considered in a special 
category—and certain consequences of that fact.) 

For about a century and a half—say from the publication of the Wealth of 
Nations in 1776 to the year 1930—agricultural protectionism was popularly 
accepted as meaning the protection of agricultural producers in a given country 
from foreign competition by means of the tariff. This was the main way, and 
in most countries (including the United States) the only way, in which national 
governments intervened to influence the prices of and the trade in individua] 
agricultural products. It was more or less taken for granted that producers of 
export crops and livestock products were not in a position to be “protected” by 
the government. 

But times have changed—radically. During the last 30 years a new kind of 
agricultural protectionism, involving widespread governmental intervention has 
arisen. This intervention includes the restriction of competitive imports—but 
now more largely through quotas or de facto prohibitions than through import 
duties. It also includes the promotion of exports through direct or indirect 
subsidies and through governmental or quasi-governmental export monopolies. 

The purposes of this paper are: (1) to describe, as briefly as possible, the 
nature of this development and how it came about; (2) to appraise its effect on 
trade policy (especially that of the United States); and finally, (3) to express 
certain views as to what the future may hold in these respects and what policy 
changes might be desirable (especially in the United States). 


THE NEW AGRICULTURAL PROTECTIONISM—-WHAT IT IS AND HOW IT DEVELOPED 


Broadly speaking the new agricultural protectionism consists of all govern- 
mental intervention designed to bolster the monetary returns received by agri- 
cultural producers on individual commodities. Such intervention may be grouped 
under four headings: (1) “Import Restrictions”; (2) “Deficiency Payments”; 
(3) “Price Support Loans and Purchases”; and (4) “Export Monopolies—LEither 
Through Governmental or Quasi-governmental Monopolies.” (‘Marketing agree- 
ments” in the United States may be placed in the latter category.) The old 
protectionism consisted, almost entirely, of measures taken under the first of 
these headings. The new consists of measures taken under all of them. In 
other words, the old protectionism dealt with restriction of imports; the new 
deals with exports as well as imports. 

In the following paragraphs it is proposed to show how the new protectionism 
developed in various areas of the world. 


Developments in the United States 


With the benefit of hindsight, it is not difficult now to date the new 
protectionism from the adoption, in the United States, of the Agricultural 
Marketing Act of 1929 (the Federal Farm Board). This was the first time in 
the United States that the Government had ever intervened to bolster prices of 
individual agricultural products—except by means of the tariff. The theory 
back of the act was that, by establishing a farm board and providing it with 
$500 million to loan to national cooperatives (with a view to their achieving 
virtual marketing monopolies) it would be possible to halt the ominous fall in 
agricultural prices. 

The theory did not work out in practice—at least so far as halting the fall 
in prices was concerned. Production continued to rise and prices continued to 
fall and, in the end, the Board had to take over large stocks of wheat and 
cotton. It was during the Farm Board’s tenure that the first export subsidy 
program—in respect to Pacific Northwest wheat—was sponsored by the U.S. 
Government. 

The main defect of the Agricultural Marketing Act of 1929, as the Farm 
Board itself acknowledged, lay in its lack of authority to control (i.e., reduce) 
production. It was this defect that the Agricultural Adjustment Act of 1938 
was mainly designed to remedy by paying producers, out of processing tax 
returns, to reduce acreage. The authority to make such payments was over- 
thrown by a Supreme Court decision in January 1936 and, subsequently, the 
Soil Conservation and Domestic Allotment Act was passed providing authority 
for payments to farmers for diverting land from “soil depleting” to “soil con- 
serving” crops. 

But, from the point of view of effects on trade policy, certain supplemental 
features of agricultural legislation of the 1980's were more important than those 
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relating to production control. Two of these were: Sections 22 and 32— 
amendments to the Agricultural Adjustment Act. Section 22 provided author- 
ity for the imposition of import quotas when imports were threatening to inter- 
fere with agricultural programs. Section 32 placed 30 percent of the customs 
revenues of the United States for the purpose, among other things, of subsi- 
dizing the exports of farm products (except cotton). 

But by far the most significant development, in relation to trade policy, was 
the inauguration of a program of loans to producers on commodities owned by 
them. It was under this authority that the Commodity Credit Corporation was 
established and a program of “price support” loans was developed which has 
continued up to the present time. Before World War II these loans were 
applicable, at relatively low levels, to only a few “basic” crops. During the war 
they were extended to numerous other crops and to dairy products at much 
higher levels in order to secure increased production. It was the continuation 
by Congress after the war (for a period much longer than the 2 years orig- 
inally contemplated) of these higher loan rates (together with greatly improved 
production techniques) which has led to the huge Government stocks of “sur- 
plus” commodities during recent years. 

Two other U.S. agricultural programs have a strong bearing on trade policy— 
those relating to sugar and wool. In 1934 a Sugar Act was passed which com- 
pletely changed the sugar policy of the United States. Prior to that time the 
United States had relied on the tariff to protect domesic sugar producers. 
Under the act of 1934, a system of import quotas, production quotas, and benefit 
payments was inaugurated which has continued without fundamental change 
ever since. In general, it may be said that the sugar program has met with the 
favor of domestic sugar producers; it has been preferred by foreign suppliers 
to the old system of a protective tariff; and it has been operated in such a way 
as not to penalize unduly American consumers of sugar. Coordinated with the 
International Sugar Agreement, the U.S. sugar policy has effectively removed 
sugar as a source of major conflict and irritation in American commercial 

licy. 

The wool program was inaugurated after World War II. Briefly stated, 
it provides for production incentive payments (deficiency payments). to pro- 
ducers in lieu of an increase in the protective tariff. This policy, too, has been 
preferred by foreign suppliers to the old one of relying exclusively on protective 
import duties. And, in the event, it has not had the effect of reducing imports 
of wool nor of greatly stimulating domestic production. 

One more piece of agricultural legislation affecting trade policy needs to be 
mentioned in this very sketchy outline of recent U.S. agricultural policy. This 
is the well-known “Public Law 480” (successor to sec. 550 of the Mutual Security 
Act of 1951) adopted in 1954 which authorized sales of a surplus agricultural 
products to foreign governments in exchange for inconvertible foreign curren- 
cies; grants of such products for foreign relief; and the barter of such products 
for strategic raw materials. During the first 5 years of operation under Public 
Law 480, about one-quarter of total agricultural exports from the United States 
were subsidized through Public Law 480. Altogether, during that period— 
including sales for dollars of Government-owned stocks at cutrate prices—about 
two-thirds of American agricultural exports were subsidized by the U.S. 
Government. 


The Wheat Board and price supports in Canada 


For many years attempts were made in Canada, under provincial and Fed- 
eral legislation, to organize cooperatives for the marketing of grain with a 
view to their obtaining control over a sufficient part of the supply to enable 
them to obtain adequate returns to the producers. These attempts were not 
successful in the face of the price deflation of the late twenties and early 
thirties and, in 1935, the Canadian Wheat Board was established by the Fed- 
eral Government. The Board did not, at first) have a monopoly over all wheat 
trading in western Canada. But, in 1948, the Dominion Government abolished 
the trading of wheat futures on the Winnipeg Grain Exchange and, since that 
year, the Board has been the sole agency through which wheat produced in 
western Canada could be marketed. In addition, the Board handles the mar- 
keting of barley, oats, and flaxseed. 

Wheat is the only agricultural product concerning which the Canadian Gov- 
ernment has established a trading monopoly. But it has intervened in the 
marketing of other products through price support legislation. In 1944, in 
order to protect producers against a possible drastic decline in prices after the 
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war, the Agricultural Prices Support Act was enacted by Parliament. In 1958 
this act was succeeded by the most far-reaching price support legislation in 
Canadian history. The new legislation, applying chiefly to animal products’ 
gives the Government considerable leeway as to the methods to be adopted to 
maintain returns to producers at what it considers to be reasonable levels. At 
the outset, reliance was placed on Government purchases. But recently, be- 
cause of very large production of eggs and hogs, the Government has substituted 
a system of deficiency payments on restricted quantities. 


Agricultural marketing boards in the southern British dominions 


During the mid-1920’s a new form of governmental intervention in agricul- 
tural trade emerged in the southern British dominions: the Union of South 
Africa, Australia, and New Zealand. This consists in the organization of goy- 
ernmental or quasi-governmental marketing boards for individual commodities— 
usually those on a substantial export basis. While many such boards are now 
in existence the six most important (from the standpoint of control over ex- 
ports) are those dealing with deciduous fruit and citrus fruit in the Union of 
South Africa, dairy products and apples and pears in New Zealand, and dairy 
products and meat in Australia. (The Australian Wheat Board is not men- 
tioned in this context because, as in the case of Canada, it is an outright goy- 
ernment marketing monopoly.) All of these six boards, or commissions (except 
the Australian Meat Board which has export licensing powers), have complete 
monopolies of exports of their commodities from their respective countries. They 
are all made up of representatives of producers and of governments although, 
in general, governments retain final authority in important policy decisions. 
These agricultural marketing boards in the southern British dominions provide 
the best examples to be found anywhere in the world of cooperation between gov- 
ernments and producers in the marketing of agricultural products. 

Promoting agricultural self-sufficiency in Europe 

The countries of Western Europe, including the United Kingdom, constitute 
the world’s largest agricultural import area. In most of these countries the 
dominant feature of commercial (and agricultural) policy was, for many years, 
the restriction of competitive imports as a means of achieving agricultural 
self-sufficiency. Prior to about 1930 this policy was implemented, almost ex- 
clusively (except in the United Kingdom), through the imposition of high pro- 
tective tariffs. Since that year new devices, such as import quotas, requirements 
for the mixing of domestic with foreign products, government import monop- 
olies and deficiency payments to producers, have overshadowed protective im- 
port duties as instruments for discouraging imports and of encouraging further 
expansion in domestic agricultural production. 

Only three outstanding aspects of this complicated subject can be mentioned 
in this brief account: United Kingdom agricultural policy, the European Com- 
mon Market, and the special case of wheat. 

The United Kingdom has been, throughout modern times, by far the largest 
importer of agricultural products. Its trade policies are, therefore, of special 
importance from the point of view of the present discussion. From the time 
of the repeal of the corn laws (agricultural import duties) in the 1840's, up to 
the decade of the 1930's, the United Kingdom was, essentially, a free trade 
country. With a few exceptions, notably the case of sugar beets, agricultural 
producers in the United Kingdom were subjected to the full impact of “cheap” 
imports from overseas. But this policy changed in the early thirties with the 
imposition of import duties on a number of agricultural products and, more 
importantly, with the inauguration of deficiency payments to producers of wheat 
and other cereals as a means of bolstering their incomes and encouraging larger 
production. During World War II and the early postwar years far-reaching 
governmental controls over agriculture, involving much state trading, were in 
effect. But in recent years the “new agricultural protectionism” in the United 
Kingdom has consisted chiefly of providing deficiency payments to producers 
and of establishing compulsory marketing boards. The effect of this change in 
policy is shown by the fact that the United Kingdom now produces more than 50 
percent of its food requirements, compared with about 30 percent before the war. 

The establishment of the European Common Market probably constitutes the 
most important single development affecting trade policy in the world since the 
end of World War II. It is too early to say what effect this development will 
have on European imports of agricultural products from overseas except that it 
will differ for the various commodities and that, in some cases, imports will 
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probably increase because of a higher purchasing power of consumers within the 
Community as a whole. It does, however, seem safe to assume (on the basis of 
provisions of the Rome Treaty and policy decisions taken since) that agricultural 
protectionism will continue to be a dominant feature of policy in the Buropean 
Economic Community; that this protectionism will be implemented mainly by 
quantitative controls over the marketing of agricultural commodities produced in 
the Community itself; and that this, in turn, will require controls over the im- 
ports from outside the community of competitive agricultural products. 

Wheat offers the prize example of what may happen when drives for “self- 
sufficiency” get out of control. Before World War II there was not a single 
country in Western Europe that pretended, or aspired, to be a regular exporter 
of wheat. (France did produce occasional export surpluses and exported some 
wheat under subsidy.) When the current International Wheat Agreement was 
signed in March 1959, four European countries—France, Sweden, Italy, and 
Spain—registered as exporters. In all of these countries high price supports ac- 
companied by improved production techniques have encouraged an expansion of 
wheat producing facilities to the point where, in years of average or better 
weather conditions, these countries have substantial export surpluses. But, since 
their internal prices are higher than those in the international market, no wheat 
exports from these countries are possible except with the benefit of export 
subsidies. 


The effect of State trading on trade policy 


In the Communist countries the nasty commercial policy problems involved 
in import quotas, export subsidies, deficiency payments, etc., do not arise. The 
governments of Communist. countries buy what they want to buy (partly for 
political reasons) and sell what they have and want to sell (also partly for 


‘political reasons). No rules of GATT, or any other international body, relating 


to trade policy can have any practical effect on the trade deals of Communist 
countries. Such deals can be influenced, if at all, only by international com- 
modity agreements to which Communist countries become adherents. (This now 
is the case in respect to the International Sugar Agreement of which the U.S.S.R., 
Poland, and Czechoslovakia are members. ) 

In numerous non-Communist countries government intervention in foreign 
trade is commonplace. (India provides an outstanding example.) These are, 
for the most part, newly established countries with underdeveloped economies 
which feel it is necessary, for their economic advancement, to rely heavily on the 
power of central government. They do not feel—and who can say they are 
wrong ?—that they can rely exclusively on private trade and private capital to 
bring about a sufficiently rapid improvement in their economies and in the 
standards of living of their peoples. 


SIGNIFICANCE OF FOREGOING TO TRADE POLICY 


To sum up, the world’s commerce in the main agricultural staples moving in 
international trade is now dominated by governments—on both the export 
and the import side. (The is not true of trade in horticultural products nor, to 
the same degree, of the trade in animal products.) The best indication of this 
is that virtually 100 percent of the world’s trade in wheat at the present time 
is handled through government monopolies or is made possible by governmental 
subventions of one kind or another. In the case of rice, the bulk of the trade, 
which is between Asiatic countries, is on a government-to-government basis. 

What does this mean, so far as trade policy is concerned? It means, simply, 
that the old rules of the old protectionism do not, and cannot, apply. For ex- 
ample, when a country establishes an export monopoly for a particular product, 
it also automatically establishes an import monopoly for that commodity. 
When, as in the case of the United States, Government intervention takes the 
form of export subsidies to the private trade it is necessary to restrict imports 
because domestic prices are being maintained at levels higher than those prevail- 
ing in the international market. 

But the most significant effect of the new protectionism on trade policy con- 
cerns the export side. The widespread use of export subsidies and of govern- 
mental marketing monopolies (either for individual products or as a part of 
general state trading systems) introduces a new, and important, element into 
the world’s trade s¢ene to which the rules of the old protectionism do not apply. 

These “facts of life’ are explicitly recognized in the rules of GATT. On 
the import side, the best indication of this is the “waiver” granted to the 
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United States permitting the imposition of quotas on imports of agricultural prod- 
ucts when such imports threaten the operation of a price support program. 
(This opens up the possibility of “approved” import quotas for countries other 
than the United States.) On the export side the outstanding indication is found 
in the GATT rule on export subsidies. 

The GATT rule states that export subsidies are prohibited—except in the 
case of primary products. In respect of those products (chiefly agricultural) 
export subsidies are permitted providing they do not secure for the subsidizing 
country more than a “fair share” of the total international trade in the com- 
modity subsidized. But how are the “fair shares” determined? They are 
determined, in actual practice, by the subsidizing governments themselves. 

In the light of the foregoing, it should be apparent that the general rules of 
GATT are unrealistic—so far as concerns much of the international trade in 
agricultural products. They do not conform to the facts of modern agricultural 
political economy. And when exceptions have been made to the rules to make 
them conform to the facts, the result has often been to permit individual coun- 
tries—e.g. the United States—to pursue, with very little hindrance, unilateral 
policies contrary at least to the “spirit” of the general rules of GATT. 

To put the matter another way, governments have become heavily involved, 
on the export side, in the international trade in some of the major agricultural 
products and they are not prepared to have rules apply to them which were 
intended to apply to trade, on both the export and import side, handled by pri- 
vate entrepreneurs. 


A summing up 


Trade policy in most countries of the free world (at any rate those adhering 
to GATT), is based on the presumption that international trade is carried on 
through private entrepreneurs and that the role of government is merely one of 
interfering with that trade to a marginal extent, and to a greater or lesser de- 
gree, through the imposition of restrictions on imports and, in some cases, the 
exaction of export taxes. 

This presumption is not correct as regards a large part of the world’s trade in 
agricultural products. Governments have become heavily involved, either di- 
rectly—e.g., wheat in Canada and Australia, rice in Burma, and sugar in Cuba— 
or, indirectly—as in the case of the United States in respect to a wide range of 
products in agricultural trade. 

This governmental intervention in trade, in most countries of the free world, 
is an integral, and essential, part of more or less settled agricultural policies. 
It is for this reason that the question posed at the beginning of this paper as to 
whether or not international trade in agricultural products must be considered 
in a separate category from trade in nonagricultural products, must be answered 
as of the present time in the affirmative. 

The final section of this paper will examine the extent to which these agricul- 
tural policies—which have such an important bearing on trade policies—may 
be expected to be continued in the future. And, in the light of this examination, 
certain suggestions will be made as to trade policies and attitudes toward such 
policies—especially in the United States. 


THE OUTLOOK——-AND SOME OBSERVATIONS 


In this final section, dealing with possible future developments, I propose to 
adopt a less impersonal form of presentation. Assessment of the future depends 
essentially on personal experience—and personal predilections. My own experi- 
ence has consisted of 28 years’ employment in the Departments of Commerce 
Agriculture, and State—all in positions concerned with international trade mat- 
ters—and 8 years as consultant to the International Federation of Agricultural 
Producers. My predilections will be apparent from the context. 


Future trade and agricultural policies outside of the United States 


It is not difficult to forecast the future trade and agricultural policies of 
countries other than the United States. In those countries, in general, govern- 
ments are going to continue to subsidize agriculture in ways which will require 
considerable intervention in the foreign trade in agricultural products. (I leave 
out of account here the case of the Communist countries.) In most of these 
countries, the citizens appear to take it for granted that it is a proper function 
of government to intervene, as necessary, in economic affairs. In most of them 
public sentiment seems to assume that, because of its very nature, agriculture 
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in particular requires the intervention of government. Therefore, unlike the 


position in the United States, the general lines of agricultural policy in these 
“other” countries may be taken as “settled.” 


Future policies in the United States 


The position in the United States is quite different. It may even be regarded 
as unique. The United States does not now have, and never has had, a settled 
agricultural policy. From the days of the Federal Farm Board down to the 
present time, agricultural price support programs have been considered to be 
emergency measures. It seems to have been assumed, in most quarters that, 
sometime in the uncertain future, supply would adjust itself, automatically, to 
demand for American agricultural products as a whole; and that the Government 
could then concentrate on its historic role of showing farmers how to grow two 
blades of grass where one grew before; of assisting them to secure more reason- 
able credit; and, of course, of protecting them against undue competition of 
foreigners in the domestic market. But this adjustment has not taken place. 

Consequently, for more than a quarter of a century, the United States has 
been pursuing economic policies based on two completely different philosophies. 
One is the philosophy implicit in the Reciprocal Trade Agreement Act (or at 
any rate its early editions) to the effect that the interests of both agriculture 
and industry would best be served by a general lowering of barriers to world 
trade—i.e., by reducing governmental] intervention in economic affairs. The 
other is the philosophy implicit in the Agricultural Adjustment Act to the effect 
that agriculture suffered from basic production maladjustments and that the 
powers of government were required to “adjust” the situation—including the 
powers to restrict imports and subsidize exports. 

in the early years of this policy conflict, it was taken for granted by the 
responsible authorities that reciprocal trade agreements represented the perma- 
nent approach and the Agricultural Adjustment Act the emergency approach 
to the solution of the problems of American agriculture. In other words, the 
theory was that, as reciprocal agreements opened up the channels of world 
trade and permitted a larger flow of American agricultural exports, the pro- 
grams under the Agricultural Adjustment Act could be gradually abandoned. 
(I base this appraisal on close contacts during the 1930’s with both Secretary 
Hull, “father” of the Trade Agreements Act, and Secretary Wallace, “father” 
of the Agricultural Adjustment Act.) 

The theory did not work out in practice. Foreign markets for American agri- 
cultural products were not substantially “opened up”—partly because of the 
“new protectionism” already described. And World War II intensified old 
maladjustments in American agriculture and introduced some new ones. Since 
World War II, the position may best be described as an incredible “hodge- 
podge’’—the details of which I do not propose to pursue in this paper. The 
end result has been the accumulation in the hands of the U.S. Government, 
according to the latest official statistics, of an “investment” in agricultural 
commodities to a “value” of about $9 billion. 

Now, in the face of this situation, and the fact that farmers and others 
dependent directly upon agriculture for a living are becoming a declining 
proportion of the voting citizenry of the United States, it may seem foolhardy 
to suggest that the Government will continue to “support” agricultural prices— 
and thus continue to pose serious problems in the field of trade policy. But 
that is precisely what I do suggest. It is not, in my view, a question as to 
whether or not the Government will continue to be involved in the business 
of agriculture. The question is whether this involvement will continue to 
be haphazard, inefficient and extremely costly to the American taxpayer. The 
answer, in my opinion, is that it does not have to be—as I will endeavor to 
explain in the concluding section of this paper. 


Some observations as to U.S. agricultural and trade policy 


In these concluding paragraphs I propose to make some observations as to 
what the Government of the United States might do—on both the national and 
the international fronts—to make its agricultural policy more consistent with 
its stated commercial policy and thus contribute to a more orderly development 
of international trade—in both agricultural and nonagricultural products. The 
first requirement, in this connection, would be to adopt a sane and settled 
agricultural policy. 
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Action on the national front 


In my view, three things would have to be recognized in developing such 
a policy: one, that agricultural producers themselves, through their own organ- 
izations, should assume greater responsibility in solving their own production 
and marketing problems (this would require Federal legislation regarding co- 
operatives, marketing agreements, marketing boards, etc., but much of this 
already exists) ; two, that there are a number of commodity problems—chiefly 
major crops produced over wide areas of the country—which require for their 
solution nationwide, Federal Government programs; three, that the adoption of 
such programs should be conditioned on (a) the affirmative vote of a two-thirds 
majority of producers in designated commercial areas, and (b) the acceptance 
by them of a very considerable degree of regimentation. In the following I 
propose to examine briefly each of these propositions—and compare them with 
existing situations: 

Proposition No. 1: Producers should take a more active role in solving their 
own problems. A considerable number of instances can be found where pro- 
ducers—through their own organizations—are taking effective action to resolve 
their marketing problems. But these cases are confined largely to specialty 
crops grown in restricted areas—e.g. California fruits and nuts. And even 
these cases of “self-help,” producers find it necessary, in operating marketing 
agreements to “borrow” extensively from the powers of government—especially 
as regards imports and exports. There should, in my view, be a marked ex- 
tension of ths method of dealing with agricultural marketing problems, to the 
point of covering all but a relatively few “problem” commodities. It is im- 
portant to note, however, that, while this would put into the hands of private, 
or quasi-governmental, organizations the detailed “business” operations relating 
to the marketing of particular products, it would still be necessary for the 
Government (which is “lending” some of its powers) to determined broad poli- 
cies concerning prices, export subsidies, import restrictions, etc. 

Proposition No. 2: Certain agricultural commodity problems are of such a 
serious, chronic and widespread nature that they can be resolved only through 
nationwide programs operated under the terms of special legislation. This is 
now the case as regards the two major “deficit” crops—sugar and wool. It is 
not the case as regards the two major surplus crops—wheat and cotton. Up 
to the present time, no long-term “settled” policies have been established for the 
latter—and therefore they present serious problems from the point of view of 
trade policy. The existing “emergency” programs for wheat and cotton have 
had the result of putting the Government of the United States in the position 
of final determiner of the amounts of these commodities exported and of their 
export sales prices. As a consequence, the U.S. Government has a dominant in- 
fluence, also, in determining the “world” prices for these commodities. 

It is interesting to speculate as to why it is that the two major “deficit” crops— 
sugar and wool—are now covered by special, long-term policies of the kind 
advocated here, and that there are no such policies for the two major “surplus” 
crops. There are, I think two main reasons. The first is that sugar and wool 
have been, throughout the Nation’s history, subject to the intervention of the 
Government—through the import tariff. The present programs for these com- 
modities are substitutes—and desirable ones—for protection through import 
duties. The second, is, in a way, the reverse of the first. Cotton and wheat 
have been, historically, export commodities which have not been in a position 
to “benefit” from tariff protection. Consequently makeshift “emergency” pro- 
grams have been developed for them—pending the time (which does not seem 
to be approaching) when conditions would permit a return to “free” trade. In 
addition to wheat and cotton, other export commodities for which special Fed- 
eral legislation might well be considered include: feed grains, oilseeds, rice, and 
tobacco. 

Proposition No. 3: Government price-support programs should be contingent 
on a limitation of production or of the supply placed on the market. At present, 
the trend in U.S. policy is in precisely the opposite direction. And the 
effect of a policy of continued price-support loans—exen at lower rates—without 
restriction of acreage or production can be seen in the monstrous U.S. corn crop 
of 1959. Overproduction in relation to available market outlets are bound to 
result from such a policy. The reason for this is that Congress, which deter- 
mines price-support levels, will never approve the establishment of minimum 
levels so “disastrously” low as to discourage an expansion of production on the 
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part of the American farmer who is well equipped in land, fertilizers, and 
machinery. 

Consequently, Government intervention to support agricultural prices should, 
in my opinion, always be accompanied by an undertaking to restrict output, or 
market supply. Moreover, such programs should not be undertaken except as 
the result of a favorable vote of at least two-thirds of the producers in carefully 
delineated commercial areas. The alternative, in the absence of such an en- 
dorsement, should be no price-support loans or purchases at all—rather than, as 
at present in the case of corn, lower price supports on unlimited production. 
(I should not want it to be taken from the foregoing that I advocate a limitation 
of supply to a narrowly conceived concept of the commercial market; on the 
contrary, I would propose that generous allowance should be made for supplies 
which could be made available to underdeveloped countries on a noncommercial 
basis. ) 


Action on the international front 


Actions along the lines suggested in the preceding paragraphs would, in my 
view, go a considerable distance in making U.S. agricultural policy more con- 
sistent with its stated “liberal” commercial policy. But such national actions 
would not, in themselves, suffice. There should be more positive international 
action along three lines: (1) international consultation on agricultural com- 
modity problems; (2) international collaboration in the disposal of surplus agri- 
cultural commodities in underdeveloped countries; and (3) international co- 
operation through commodity agreements. (While there has been some progress 
in all of these fields, whatever has been achieved in recent years has taken 
place in spite of a lack of leadership on the part of the United States.) 

Proposition No. 4: In view of the increasing intervention of governments in 
the sphere of international trade in agricultural products, more effective inter- 
national consultation is essential. At the present time such consultation is 
desultory, and dispersed among a number of international agencies: e.g., GATT, 
the United Nations Commission on International Commodity Trade, various 
bodies of FAO, and several international commodity councils. A centralization 
of such consultations, on a commodity by commodity basis, is greatly needed. 

Proposition No. 5: There should be much more multilateral action in the supply 
of surplus agricultural products in aid of the economic development of under- 
developed countries. At present a preponderance of this activity is carried on 
through bilateral programs of the United States—especially through Public Law 
480. This has two major disadvantages. It gives rise to protests from other 
exporting countries that the United States is invading their commercial markets. 
And, secondly, it throws most of the burden of supplying aid, in the form of agri- 
cultural products, on the American taxpayer. What is needed is an interna- 
tional program through which all developed countries—not merely the surplus 
agricultural producers—could contribute either in funds or commodities. 

Proposition No. 6: The United States should take a positive, rather than a 
negative, view of the possibilities of international commodity agreements as 
means of reducing short-term fluctuations in prices in world commodity mar- 
kets. The United States is now a member of both the International Wheat 
Agreement and the International Sugar Agreement. But agreements on these 
commodities were already in effect before the present administration came to 
power. The little progress that has been made since that time in this field— 
e.g., coffee—has occurred in respect to commodities of what the United States 
is an importer. No progress has been made, for example, in reaching an agree- 
ment on cotton, of which the United States is the leading exporter—entirely on 
an export subsidy basis. 

The acceptance of this proposition would require a complete reversal in the 
present position of the executive branch of the U.S. Government. This posi- 
tion—antagonistic to the principle and practice of commodity agreements— 
apparently stems largely from two presumptions: (1) that commodity agree- 
ments are “cartels” and are bad per se; and (2) that commodity agreements 
encourage—or are responsible for—the entry of government into the sphere of 
private enterprise. Both of these presumptions are unwarranted. Commodity 
agreements are not cartels because: (1) they are participated in by govern- 
ments, not by private interests; and (2) they are participated in by govern- 
ments of both exporting and importing countries—i.e. by both producers and 
consumers. (Cartels are, by definition, combinations of producers.) And com- 
modity agreements have not been, in the past or in the present, responsible for 
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any more government intervention in the enterprise of agriculture than would 
have been the case in their absence. Indeed, it may be argued more cogently 
that the entry of governments into the business of agriculture, on nationalistic 
bases, is one of the factors contributing to conditions which make international 
cooperation through commodity agreements highly important in certain cases, 
It is important for one thing related directly to trade policy—in order to make 
some sense out of the GATT rule on export subsidies. But it is important more 
generally as a practical means (if governments have the will to do so) of reducing, 
through intergovernmental cooperation, instability of prices of primary agri- 
cultural products in the international market. 


Senator Corron. With that, the hearings are now concluded. 
(Whereupon, at 4:20 p.m., the committee adjourned, to reconvene 
at the call of the chairman. ) 


Xx 








